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EDITORIAL 

T his year marks the 40th anniversary of the historic decision by the Communist 
Party of China under Deng Xiaoping to allow market forces to play a greater 
role in the economy, permitting private enterprise to emerge and opening up to 
foreign trade and investment after decades of Maoist isolation. The result was stunning: 
sustained double-digit growth and an unprecedented eradication of poverty, transforming 
China from an inward-looking and backward country into a global economic powerhouse. 

But the era of ‘miracle' growth is over. The economy has slowed, with China reaching a 
fundamental turning point in its development. There are three main views on its future 
trajectory: (1) it is still growing but naturally slowing as it gets richer; (2) it is teetering 
on the brink of financial collapse; and (3) it is stagnating. In the first of our two special 
features in this issue of Policy , Derek Scissors argues that China is neither thriving nor 
collapsing. The evidence points to a process of stagnation. 

China faces well-known challenges including resource constraints, a rapidly ageing 
workforce and crippling recent debt. Deleveraging would improve prospects, but the 
PRC also needs to return to Deng-style market reforms to become rich before it comes 
old. Most indicators point in the opposite direction. The Party has become progressively 
less reformist, promoting state-owned banks and enterprises as the main driver of 
growth and then launching a massive domestic stimulus during the 2008 GFC that led to 
rising debt not the productivity gains reaped under previous market reform. 

The politics of reform are evident in Xi Xinping's efforts to offset declining growth and 
head off unrest by rallying around the ‘China Dream' of national rejuvenation and regional 
integration via the trillion-dollar Belt and Road Initiative (BRI). On land, the economic 
‘Belt' connects the Chinese hinterland to Europe through Central Asia whilst the maritime 
‘Road' links Southeast Asia to its southern provinces through Chinese-built ports and 
railways. State-owned banks and enterprises will be the main drivers. 

In other words, having exhausted the post-GFC domestic stimulus of state-directed, 
investment-led growth through infrastructure building, the BRI can be seen as a massive 
international stimulus package that seeks to absorb chronic industrial overcapacity while 
addressing the deepening development gap within China by connecting poor provinces 
to neighbouring countries. But the Party is chasing new growth with little regard to costs 
rather than driving much-talked about market reform. 

Geopolitical ambition is also indisputable. As David Martin Jones argues in our second 
special feature, the BRI can be seen as the roadmap to the ‘China Dream' of regional if 
not eventual Eurasian hegemony based on China's market power and capital investment, 
with the ultimate aim of creating a Sinocentric trading area to rival the transatlantic one 
dominated by America. European infrastructure projects follow a pattern road tested in 
Southeast Asia, where countries are either sanctioned or rewarded with (promises of) 
Chinese investment in return for political support for Chinese positions on issues like the 
South China Sea. 

ASEAN has been an early casualty of this ‘carrots and sticks' realpolitik, with China not 
only fragmenting ASEAN but also causing a ‘sea change' in the regional strategic balance 
with its island reclamation in the South China Sea and dismissal of the 2016 Hague ruling 
that condemned it. This change has coincided with President Trump's dissatisfaction 
with the postwar system of alliances and US-led multilateral trading order that have 
underpinned regional stability and prosperity for seven decades. 

As Trump turns inward to ‘make America great again', Beijing looks outward to ‘make 
China great again’ by seizing a window of opportunity to lock in whatever advantages it 
can grab before being consigned to low growth. We are thus entering an extended period 
of maximum risk in a rapidly changing region bristling with tensions as US influence 
wanes whilst China's power grows. 


For information on CIS membership, Policy subscriptions, and 
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FINANCIAL LITERACY 101 

Current strategies to improve financial literacy don't go far 
enough, argue Ross Guest and Mark Brimble 


T he Reserve Bank of Australia (RBA) 
sounded a warning in October last year 
about the high level of household debt in 
the face of a possible property downturn, 1 
the signs of which may be evident in the fall of 1.4% 
in the September 2017 quarter in Sydney house 
prices 2 —the first decline in 17 months, and which 
has continued since then according to private sector 
data. 3 Household liabilities in Australia were 150% 
of income in 2016 according to the Australian 
Bureau of Statistics 4 which is one of the highest in 
the world. In early 2018 Australian property was 
rated 'severely unaffordable’ with Sydney found to 
be the second least affordable market in the world 
after Hong Kong. 5 

The RBA is especially concerned about the 
high proportion of interest-only mortgages where 
borrowers do not understand that their repayments 
make no inroads into their debt. Interest-only loans 
make up around 30% of all housing loans and 
about half of all investor housing loans. 6 And the 
RBA worries that interest-only borrowers are more 
vulnerable to higher interest rates or lower income 
that might occur for any one of many reasons— 
forced reduction in work hours, a small business 
collapse, a tenancy problem in a rental property, 
and so on. 

If household debt were a matter only for that 
household the case for government to do anything 
about it would perhaps be less—‘buyer beware’ and 
face the consequences. But it is not that simple. The 
Global Financial Crisis (GFC) of 2008-09 showed 
how dramatically and rapidly financial contagion 
can spread once households and some businesses 
default on their loans. One person’s debt is another 
person’s asset, so when the debt is written off so is 
the asset. 


The costs of financial contagion justify 
government regulatory action, which has occurred 
to some extent since the GFC in terms of bank 
lending rules and limits. However little, if anything, 
has been done to improve financial literacy, the lack 
of which was one underlying cause of the GFC. 
According to a recent survey from investment bank 
UBS, 7 around one third of borrowers with interest- 
only loans did not understand that their repayments 
were not making inroads into their loan principal, 
and that their interest rates will jump considerably 
after the interest-only period of the loan has expired. 

Evidence suggests that financial literacy has not 
improved since the GFC and may have worsened. 
An ANZ survey of adult financial literacy in 
Australia found that in 2014 compared with 
2011, the number of people who could recognise 
an investment as ‘too good to be true’ fell to 50% 
from 53%, and people who recognised that good 
investments may fluctuate in value fell to 67% from 
74%. 8 

Apart from saving people from financial 
hardship and even ruin, financial literacy is 
important for achieving a productive economy. 
Economic efficiency requires borrowers not only to 
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have good information but also to understand it, 
so that they can weigh up the costs of borrowing 
with the benefits that they expect to receive. If 
the information is distorted, either deliberately by 
lenders or through misunderstanding of borrowers, 
they will miscalculate the benefits and therefore 
capital in the economy will be misallocated. 
Economists call this market failure, a lot of which 
occurred in the US housing market that was the 
precursor to the full-blown GFC. 

Thus financial literacy is not just about the 
acquisition of some base level of competence or 
knowledge in relation to finance. Rather it is about 
equipping consumers with the ability to make more 
effective financial decisions. Furthermore, those 
who can equip themselves with relevant financial 
knowledge and skills can make more informed 
decisions, be less vulnerable to scams, and avoid 
accumulating unmanageable levels of debt. When 
it comes to more complex topics such as variation 
in investment returns (risk) and taxation, 9 many 
consumers have low levels of confidence and 
understanding and thus struggle to make effective 
decisions. 

What is financial literacy? 

This raises the issue of what is meant by the term 
'financial literacy. For some this is about being 
able to budget, for others it is about navigating 
the complex array of financial products and 
services, while for others it is about effective 
financial behaviours. The Australian Securities and 
Investments Commission (ASIC) defines it as a 
combination of financial knowledge, skills, attitudes 
and behaviours necessary to make sound financial 
decisions, based on personal circumstances, to 
improve financial wellbeing . 10 Interestingly, ASIC 
in its consultation paper in 2017 on refining the 
National Financial Fiteracy Strategy acknowledges 
that they have moved beyond knowledge and skills 
by including attitudes and behaviours and thus 
propose changing to the term 'financial capability. 11 

This suggests a more comprehensive and holistic 
approach to financial literacy and financial literacy 
education. This has been advocated by research in 
this area which argues that enabling factors (for 
example, numeracy and digital literacy) be included 
in education programs and a lifelong (and just-in¬ 


time) learning approach be adopted that develops 
with consumer engagement in, and use of, the 
financial system. 12 

This approach also recognises the role that 
professional financial advisers can play in 
supporting financial capability skills development 
of their clients (and the broader community) with 
a view to promoting and developing effective 
financial decision-making. For some consumers the 
complexity of their financial affairs dictates they will 
require professional advice, while for others they 
have neither the time nor the interest in managing 
their personal finances. 

In relation to enabling factors, financial literacy 
education must go hand in hand with broader 
improvements in general literacy and numeracy. 
The Australian Productivity Commission found 
that in 2011-12 14% of the adult population had 
relatively low literacy skills defined as being able, 
at best, to locate basic information from simple 
texts but being unable to evaluate truth claims or 
arguments. And 22% of the population had low 
numeracy skills meaning that they can count, add 
and subtract and do other basic arithmetic, but they 
cannot understand statistical ideas, mathematical 
formula or analyse data. 13 

In other words, a significant proportion of the 
Australian adult population are ill-equipped to 
understand the effect of an interest rate increase 
on their loan repayments, or understand a loan 
document that has an interest uplift clause that 
kicks in after an initial period. These skills are best 
learned in an education setting (primary, secondary 
and tertiary) where teachers can guide and support 
learning in a structured way, and students can 
spend the necessary time on tasks to be able to really 
understand and apply concepts. 

Education is key 

Financial literacy education cannot wait, however, 
until people are in the throes of negotiating a 
housing loan, selecting a credit card, determining 
which insurance policy best suits their needs, 
or evaluating how to invest hard-earned and 
accumulated savings. Rather, it needs to start at 
school age before credit cards, personal loans such 
as the insidious payday lenders like Nimble Foans, 14 
and home loans become a possibility. 
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This is the aim of the Australian governments 
National Financial Literacy Strategy 2014-17, 
updated in 2018, which proposes a number of 
worthy educational initiatives including embedding 
financial literacy in the school curriculum, a formal 
teacher training program, and development of 
educational resources and tools. 15 The strategy 
draws on similar steps that have been adopted 
by other countries and recommendations by the 
Organisation for Economic Cooperation and 
Development (OECD). 16 The OECD defines 
financial literacy as a combination of financial 
knowledge and skills, financially c sawy behaviours, 
and attitudes towards saving and spending. 17 

It must also be recognised that not all elements of 
financial literacy education are effectively delivered 
during schooling years as a lack of experience with 
the system (and life in general) of school students can 
undermine outcomes. 18 Rather, a highly financially 
literate person will tend to make decisions about 
money and finance that will improve their financial 
well-being, and these decisions (and thus the 
financial skills and knowledge required) change 
over the various stages of life and the circumstances 
encountered. This does not diminish the importance 
of financial education programs in schools, but 
rather suggests that it needs to continue throughout 
life. 

The OECD’s Program for International Student 
Assessment (PISA) 2015 Financial Literacy 
assessment was conducted in 15 countries including 
Australia where it was funded by ASIC. 19 A random 
sample of 14,500 Australian 15-year-old students 
participated in the assessment. The results showed 
that Australia’s performance was significantly higher 
than nine of the 15 countries including the United 
States, but significantly lower than four countries 
including China. Females performed significantly 
higher than males; and socioeconomically- 
disadvantaged students performed worse in 
Australia relative to advantaged students, than in 
other countries. Worryingly, a significantly higher 
proportion of disadvantaged students reported that 
they would "buy something they really wanted with 
money that really should be used for something else \ 
while a higher proportion of advantaged students 
reported that they would ' save up to buy it\ 20 


Improving financial literacy requires an 
intergenerational approach. The 2015 PISA study 
found that for Australia the 15-year-olds who 
discussed money matters with parents at least some 
of the time performed better in financial literacy 
than students who never discussed money matters 
with parents, even after controlling for students’ 
socioeconomic background. In fact the OECD 
conducted a parallel survey of adult financial 
literacy covering 30 countries, including 17 OECD 
countries, but not including Australia. 21 The report 
recommended that financial education should start 
early in school, focusing on numeracy skills and 
attitudes towards saving, spending and financial 
planning. Given the PISA finding, it would seem 
that a program encouraging parental involvement 
would also be worthwhile. 

Improving financial literacy requires an 
intergenerational approach. 

Adult financial literacy 

Universities, through their business schools, could 
also play an important role in improving financial 
literacy among young adults. All Australian 
business schools have curricula in relevant fields 
such as finance and investments, banking, digital 
literacy and numeracy/statistics. Universities also 
have significant human capital with expertise that 
delivers these curricula. 

Furthermore, some business schools have 
programs in personal finance/financial planning 
(including retirement, estate planning, insurance 
taxation). Business law (contracts, business 
structure, negligence, and so on) is also covered 
in a typical business degree. When coupled with 
the learning technology and educational design/ 
delivery expertise at the disposal of higher education 
institutions, all the ingredients for financial 
education program design exist for such institutions 
to engage in financial literacy education programs. 

An additional question, however, is how such 
programs could be delivered. It is not completely 
unrealistic to consider a core financial capability 
course (or at least a module) for all undergraduate 
programs. Other options include elective courses 
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in personal finance, extra/co-curricular financial 
education modules for students, and free online 
courses (so-called Massive Open Online Courses or 
MOOCS) that are open to students and the public. 
The key is to produce engaging materials and to 
use modern learning strategies such as blended 
learning, service learning, digital enhanced learning 
and gamification to drive participation, engagement 
and learning outcomes. 

Thus, there is significant opportunity for 
universities to participate in this economic and 
social challenge—and in a world where universities 
are looking to support the development of their 
communities, this seems like an obvious area of 
consideration. 

A further strategy would be for higher education 
providers to partner with other stakeholders that 
deal with consumers at different life stages to 
develop timely financial literacy education that 
draws on the strengths of all stakeholders. Options 
here might include mortgage providers in relation 
to first home buyers, relationship councillors for 
pre-marriage support, superannuation funds in 
relation to retirees, NDIS providers in relation 
to supporting scheme recipients, or employers in 
relation to first time employees. 

More needs to be done 

Australia’s National Financial Literacy Strategy 
2014-17 recommends a number of useful strategic 
priorities and actions, in particular building 
capacity through teacher training, curriculum tools 
and resources, and targeting vulnerable groups. 22 
However it probably does not go far enough. 

One problem is that the curriculum is a crowded 
space. Financial literacy must compete with the latest 
fashions in school education as well as traditional 
curriculum content. Fighting for curriculum space 
for financial literacy is a political exercise which the 
government would need to play hard, for example 
by attaching serious funding to the achievement of 
financial literacy indicators at school and tertiary 
level. Indicators could be developed using the 
OECD’s guide to creating financial literacy scores 
which selects topics, questions and assigns scores 
to the answers. 23 Schools could be invited to 
administer the tests, with appropriate moderation 
and with additional school funding attached to 


successful outcomes. The National Strategy is silent 
on this important question of incentives for schools 
and parents to buy into the strategy. 

Similarly, the OECD adult literacy report 
perhaps does not go far enough. 24 It recommends 
policies in financial regulation and consumer 
protection with the aim of helping people to avoid 
debt traps through misinformed decision-making 
in relation to credit cards and other loans. This is 
all worthwhile, but it might also have considered 
requiring loan applications to include some 
financial literacy questions drawing on the OECD’s 
assessment instrument. Then applicants who score 
poorly could be required to undertake a more 
detailed interview and financial counselling before 
the loan can be approved. 

This is comparable to the requirement for people to 
undertake medical assessments, sometimes including 
physical tests, before being allowed to participate in 
potentially dangerous sport and recreation pursuits, 
such as skydiving, or occupations such as the police 
force. In financial services, this exists only in the 
context of a 'sophisticated investor’ 25 (as defined in 
chapter 5D of the Corporations Act 2001) which 
provides consumers that meet the relevant criteria 
to access certain types of investment options that 
may not otherwise be accessible. It does, however 
do so at the cost of exemptions to some of the 
consumer protections built into financial services 
law. Thus, while this regime is not seen as necessarily 
appropriate, 26 it does highlight the need for policy 
development in this area. 

The ASIC Consultation paper on the 2018 
National Financial Literacy Strategy also highlights 
the need to broaden the efforts in financial 
capability. It suggests additional priority audiences 
including people with disabilities, recent migrants 
and sole parents. Furthermore, the breadth of the 
scope of the strategy is also proposed to be expanded 
to include financial inclusion, financial resilience, 
social isolation and financial abuse. This highlights 
the scale of the issue and the effort required to tackle 
the various dimensions of it. 

What is clear is that more needs to be done as 
the downside risk of not improving the financial 
capability of Australian consumers is significant. 
Arguably neither the Australian Strategy nor the 
OECD recommendations are ambitious enough 
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and neither provides the sort of sharp incentives 
and regulations that will really make a difference in 
improving financial literacy and capability. 

Yet its never been more important to tackle 
financial literacy especially given other looming 
issues such as the impact of an ageing population, 
increasing longevity (savings must last longer) 
and deterioration in the ratio of retirees to 
workers. While the retirement savings system 
approached $2.5 trillion in accumulated assets in 
late 2017, 27 it is expected that many individuals 
will have insufficient retirement savings to support 
themselves in retirement. 28 Thus, the fiscal impact 
of a lack of financial independence among more 
older Australians will compound the downside 
risk posed by a lack of financial literacy among the 
younger generation, whose taxes will have to pay for 
the rising costs of an ageing population. 
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UNTANGLING THE DEBATE 
OVER NEGATIVE GEARING 

There are more desirable ways to improve housing affordability 
than proposed changes to negative gearing, argues Gene Tunny 


I n the lead-up to the 2016 federal election 
campaign, Prime Minister Malcolm Turnbull 
compared the Labor Oppositions proposed 
changes to negative gearing and capital gains tax 
to a ‘big sledgehammer being taken to the property 
market. The Opposition has proposed that negative 
gearing—whereby losses on investment properties 
can be deducted from other income for taxation 
purposes—should be restricted to new properties 
and that the discount on capital gains income be cut 
from 50% to 25%. 1 

The PM claimed that the proposed policy 
changes would have a major adverse impact on 
property prices. While Labors policy is motivated 
by a desire to improve housing affordability, it would 
be politically unfavourable for the party if its policy 
did result in a large fall in property prices. Hence, 
Shadow Treasurer Chris Bowen has since seized on 
advice from the Australian Treasury, released in early 
2018 under Freedom of Information (FOI), which 
appeared to contradict the PM, noting that Treasury 
referred to a relatively modest downward impact on 
property prices.’ 2 

The debate over negative gearing will no doubt 
continue up until the next election in 2019, so it is 
important to assess where the truth lies. In this article, 
I argue that negative gearing is a logical feature of 
the tax system. Proposals to radically change it are 
misguided and will likely have adverse impacts on 
the property market. Studies that purport to show 
large benefits from restricting or abolishing negative 
gearing have major flaws and should not be used in 
the policy debate. 


What is negative gearing? 

Negative gearing is when a taxpayer uses declared 
losses from a rental property (or multiple properties) 
to reduce their taxable income, including wage 
and salary income, thus receiving a reduction in 
taxes paid. Negative gearing is allowed in Australia, 
New Zealand and Sweden but is subject to a range 
of restrictions in the US and the UK, where rental 
losses cannot be used to offset labour income. 3 Such 
restrictions are generally seen as integrity measures 
aimed at reducing tax evasion. 

In Australia, a taxpayer is able to deduct a variety 
of rental expenses from their total income—in 
addition to interest payments on a loan used to 
finance the property—including, among others, 
depreciation, repairs and maintenance, utility 
bills, rates, insurance, management fees and (until 
recently) travel expenses. 

Assuming legitimate deductions 
are claimed and depreciation is 
accurately calculated, an investor 
is still losing money on a rental 
property in each year it is negatively 
geared, but the size of the loss is 
reduced by being able to reduce 


Gene Tunny is the Principal of Adept Economics and 
is a former Australian Treasury official. This article is 
partly based on a report he prepared in June 2016 for 
Walshs Financial Planning. The views expressed should 
not necessarily be attributed to Walshs, and any errors 
or omissions are the author’s own. 
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total taxable income and receive a tax saving. 4 What 
can make negative gearing pay off eventually is net 
rental income, if and when a property becomes 
positively geared, and the capital gain that is 
ultimately realised on the property. 

Negative gearing has been a major topic of debate 
in Australia for years now. Concerns about negative 
gearing grew in the 2000s in line with the increase 
in the number of landlords in general—which grew 
at more than twice the rate of population growth— 
and negatively-geared landlords in particular (Chart 
1). While 51% of landlords declared net rental losses 
in 1998-99, the share peaked at 69% in 2007-08. 
This upward trend in negatively-geared landlords 
may have been driven by: 

a) changes to capital gains tax in 1999-2000 
when a 50% discount on capital gains for 
taxation was adopted, replacing the previous 
inflation-adjustment of the cost-base method; 

b) greater availability of finance for investors, 
including interest-only loans; and 

c) an increase in mortgage interest rates of 
around 2 percentage points from 1998-99 to 
2007-08. 

After strong increases over the 2000s in the 
number of negatively-geared landlords and net 
rental losses, there appears to have been a levelling 
off in negatively-geared landlords and substantial 
reductions in rental losses in recent years. The share 
of landlords who are negatively geared was 62% in 


2014-15, down around 7 percentage points from 
the peak in 2007-08. To a substantial degree, this 
decline has been related to lower interest rates and 
hence lower deductions for interest payments. 

According to ATO data, total net rent has 
improved substantially in recent years, from -$8.4 
billion in 2011-12 to -$3.6 billion in 2014-15 
(Chart 2). This is most likely due to lower interest 
rates and reductions in deductible interest payments. 
Total declared rental losses fell from a peak of 
$14.6 billion in 2011-12 to $11.1 billion in 2014- 
15. The average rental loss has fallen from around 
$11,000 to around $8,700 over this period. Given 
recent restrictions on some deductions, discussed 
in the next section, it is possible total rental losses 
will continue to fall. These recent trends mean the 
potential revenue increase from the Oppositions 
policy, an estimated $32 billion over ten years, is 
likely reduced. 

Rationale for negative gearing 

Negative gearing is a logical feature of the tax 
system, as it leads to consistent treatment of debt 
and equity regarding the financing of investments, 
a point made in 2015 by the Australian Treasury. 5 
After all, if an investor were to use additional equity 
to purchase a property rather than debt, they would 
forgo a rate of return on that equity and hence 
would pay less in taxes. Negative gearing is not a 
tax concession as such, and for this reason is not 
included in the Treasury’s annual Tax Expenditure 
Statement. 


Chart 1. Landlords by net rental profit status 
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Source: ATO Taxation Statistics. Note: the number of landlords declaring a profit 
reported in the chart also includes a relatively small number of landlords who 
declare zero net rent. 


Chart 2. Landlords by net rental profit status 
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Source: ATO Taxation Statistics. Note: the number of landlords declaring a profit 
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Given that a persons income for tax purposes— 
and the marginal tax rate they are liable to pay—is 
built up by adding up income from different sources, 
generally wage and salary income but also income 
from businesses and investments, it is natural that 
deductible expenses are built up in the same way. 

Negative gearing does not unfairly advantage 
investors relative to people who only own an owner- 
occupied property, for which there is no deduction 
of mortgage interest payments available. Economic 
theory and empirical evidence suggest owning your 
own home in Australia is very tax effective and a 
person should typically prefer an owner-occupied 
property to ‘rentvesting’, whereby they rent their 
place of residence and buy an investment property. 6 
The advantage of owner occupation comes through 
the implicit rental income of the property you live 
in being exempt from taxation and capital gains on 
the property also being exempt. 

Critics of negative gearing often note that 
negative gearing is disproportionately undertaken 
by high-income earners. The Grattan Institute 
has observed that the top 10% of income earners 
before rental deductions receive almost 50% of the 
tax benefits of negative gearing.’ 7 It is misleading, 
however to refer to tax benefits. As noted above, 
negative gearing means an investor loses less money 
than they otherwise would because they are able to 
deduct expenses associated with earning that income. 
This is not illogical or improper. Furthermore, the 
observation that the top 10% disproportionately 
negatively gear is hardly surprising, given they 
are more likely to own investment properties and 
indeed multiple properties in many cases. The 
top 10% also pay around half of all income tax in 
Australia. 8 So it is unsurprising and not inequitable 
that the top 10% should receive around half of 
negative gearing’s so-called tax benefits. 

Regarding the equity implications of negative 
gearing, consider that—as the Treasury noted in its 
Re:think Tax Discussion Paper —negative gearing also 
allows more people to enter the property market 
than would otherwise be the case. 9 This is certainly 
correct, and research by the Australian Housing and 
Urban Research Institute suggests that if negative 
gearing were not available, around half of investors 
may not have purchased an investment property. 10 
ANU Associate Professor Ben Phillips has observed, 


'While negatively geared investors do typically have 
larger incomes it is also true that their spread of 
incomes covers low, middle and high incomes.’ 11 
Using ATO data, Phillips estimated that around 
25% of negatively geared investors are in the five 
lowest family income deciles. 12 

While negative gearing is logical from a tax policy 
perspective, and is not unfair, the Treasury does need 
to be mindful of potential abuse of negative gearing 
through inappropriately claiming deductions. This 
is why the 2017-18 Budget introduced changes to 
the deductibility of some items in rental properties, 
saving the government $800 million over the next 
three financial years. Specifically, the ATO will 
no longer allow deductions for travel expenses 
associated with inspecting and maintaining rental 
properties or collecting rent from tenants; nor 
for depreciation of plant and equipment (e.g. 
dishwashers, ceiling fans) that were already in place 
when the property was purchased. 

Although such integrity measures may result in 
inefficiency by reducing the returns to large numbers 
of investors who were not claiming inappropriate 
deductions, implementing such measures to prevent 
abuses is a better approach than abolishing negative 
gearing entirely. 

The impacts of negative gearing 

It is uncontroversial that negative gearing increases 
house prices and lowers rents relative to what 
they otherwise would be, as it increases the post¬ 
tax return to investors in rental properties. So if 
negative gearing were removed, prices would fall 
and rents would increase (relative to what they 
otherwise would have been), and some households 
that previously rented may now find it economic to 
become owner occupiers. The policy debate is over 
the magnitude of these impacts and how different 
groups such as first-home buyers, home owners, 
investors and tenants are affected. The challenge in 
assessing the Opposition’s policy is the differential 
treatment of existing and new investment properties 
purchased after the policy’s implementation date of 
1 July 2017, and the grandfathering of investment 
properties already owned before the implementation 
date. 

Restrictions on negative gearing would reduce 
the rate of return on investment properties, 
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reducing their attractiveness relative to other assets. 
Hence, all else being equal (i.e. if rents remain 
the same) property investors looking to purchase 
properties would want to pay less for the property 
than previously, so the yield (risk-adjusted) 
remains similar to other assets. Existing investment 
property owners would try to raise rents to restore 
previous yields, but they may be constrained by 
market conditions in doing so, particularly if there 
is a relatively high vacancy rate for investment 
properties as there has been in some capital city 
markets recently owing to the apartment building 
boom. 

The extent to which the adjustment in investment 
property yield occurs by an adjustment of property 
prices or rents will depend on prevailing conditions 
and property and rental markets across Australia 
if negative gearing changes were enacted, and it is 
almost impossible to forecast how the adjustments 
would occur in advance. Evidence from the US 
suggests that it is more likely that property prices 
rather than rents would adjust in the short- to 
medium-term. 13 US researchers have found only 
around one-sixth of a change in the after-tax user 
cost of rental housing is reflected in rents within 
ten years. 14 

The Grattan Institute has analysed the impact of 
the rate of return of different investment types from 
a proposal to eliminate negative gearing but to allow 
quarantining of rental losses to offset against future 
property income, and to cut the CGT discount to 
25%. That is, it has essentially modelled Labors 
negative gearing policy. According to Grattan, 
house prices would be unlikely to fall by more 
than about 2%.’ They note that price falls could be 
greater in some markets where investors are heavily 
concentrated, such as for inner city apartments, but 
the maximum rational price fall would be 7%. 15 

In my own analysis, using a similar methodology 
and assumptions to Grattan, I found larger impacts 
on prices, up to 4% on house prices on average. 16 
This would not imply a property market crash, but 
it would mean a reduction in value of $15,000 
to $20,000 for a $500,000 property, which is not 
insignificant. 

In contrast, BIS Shrapnel has estimated very 
large impacts from restricting negative gearing. 
BIS Shrapnel models a policy proposal similar to 


the Oppositions proposal, but with no changes to 
capital gains tax. BIS Shrapnel found restricting 
negative gearing would increase rents by up to 10%, 
decrease new home building by around 4% per 
annum; and reduce GDP by 1% and job creation 
by 175,000 over the next decade. 17 

The Grattan Institutes John Daley said the BIS 
Shrapnel findings were manifestly ridiculous’, and 
they certainly appear so given estimated impacts 
on the rate of return undertaken by Grattan and 
myself. 18 Daley rejected the prediction there would 
be a 10% increase in rents, noting an increase of 
such a magnitude was not observed when negative 
gearing was temporarily abolished in the mid- 
1980s. 

BIS Shrapnel was on firmer grounds when it 
argued that . . . the inability to fully negatively 
gear an established dwelling would mean the price 
of new stock will immediately fall as subsequent 
buyers cannot receive the same negative gearing 
concession. This will deter many investors from 
investing in new dwellings.’ 19 

Negative gearing increases house prices 
and lowers rents relative to what they 
otherwise would be. The policy debate 
is over the magnitude of these impacts. 

New properties as well as existing properties would 
be affected by the Opposition’s proposed changes 
as the bulk of properties would be affected by the 
lower willingness of investors to pay for investment 
properties owing to lower rates of returns. This is 
because a large proportion of properties could be 
used for either owner-occupation or as a rental 
property, and property investors form an important 
part of the demand for a large number of properties. 

While the reduction in the rate of return would 
be greater for established investment properties 
(purchased after the policy’s implementation date) 
under Labor’s policy changes, new investment 
properties would also have a lower rate of return 
than they otherwise would, owing to the reduction 
in the capital gains discount. This may have an 
adverse impact on the number of new dwellings 
constructed. 
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Conversely, UNSW Economics Professor 
Richard Holden, in a report for the McKell Institute 
that informed the Oppositions policy, predicted 
increasing new supply under the proposal: c . . . this 
scenario has the additional benefit of boosting the 
construction sector . . a plausible estimate is that 
a net 10% increase could occur.’ 20 However, he 
did not model the possible switching of investor 
demand from existing to new investment properties, 
and he noted it was beyond the scope of his report 
to estimate the impact. He simply asserted there 
would be an increase in new housing construction. 
Yet such an increase may not be forthcoming, given 
the likely adverse impacts on rates of return even for 
new investment properties. 

The differential treatment of established 
and newly constructed properties under 
Labor's proposed policy is illogical and 
would introduce a significant distortion 
to the property market. 

In early 2018, a University of Melbourne study 
presented at a Reserve Bank workshop in late 
2017 attracted attention because it claimed that 
removal of negative gearing would result in around 
one-third of current renters becoming home 
owners. 21 However, this study—which the authors 
acknowledged was preliminary and incomplete’— 
modelled a radical policy in which losses incurred 
on rental properties can never be used to reduce 
an individual’s tax bill. This is not the Opposition’s 
policy, as the Opposition would allow investors 
to save up losses incurred and use them to offset 
income in the year a property is sold, thus allowing 
past losses to help offset what may be a large capital 
gains tax bill. 

The University of Melbourne study was based 
on a housing market simulation model that was 
calibrated, based on observed data, to a utility (i.e. 
satisfaction) premium for owner-occupation of 
around 30% relative to renting. This is very high 
relative to what is typically used in other studies 
(e.g. 3% in the major US study on which the 
workshop paper was based). 22 It is this very high 
parameter that drives the large switch to owner 
occupation by renters. Partly, the switch is driven 


by the savings from the abolition of negative 
gearing being redistributed to households, allowing 
them to save up the deposit for a property. This 
is all extremely unrealistic, particularly when one 
considers that many households renting are lower 
income households that would struggle to save a 
deposit, and indeed may be better off continuing to 
rent given they may face other more pressing needs 
than purchasing a house. 

Overall, there is a lot of uncertainty regarding 
the magnitude of impacts of changes to current 
policy settings. For many people, such changes will 
not be beneficial. House prices would be lower than 
they otherwise would be and rents may be higher. 
And there is reason to suspect that claims that the 
removal of negative gearing would prompt a surge 
in home ownership are dubious. 

Beyond negative gearing 

Owing to their impacts on the rate of return on 
investment properties, changes to negative gearing 
and capital gains tax (CGT) have the potential 
to substantially affect investor behaviour. The 
differential treatment of established and newly 
constructed properties under Labor’s proposed 
policy is illogical and would introduce a significant 
distortion to the property market, with attendant 
risks as noted by ANU economists George Fane and 
Martin Richardson. It is challenging to forecast the 
ultimate outcomes of this distortion. 23 Any changes 
should be carefully considered, taking into account 
economic modelling by the Treasury. Incidentally, 
the Treasury’s advice to the government, which was 
released under FOI, does not appear to have been 
based on economic modelling. 

The proposed reforms to negative gearing are not 
well founded in theory or evidence, although there 
may be a case for modifying the tax treatment of 
capital gains. Former CIS Research Fellow Michael 
Potter has alluded to the impact of the CGT changes 
in 1999 on the prevalence of negative gearing and 
has suggested that 

... instead of playing with the fundamental 
principle of deductibility of losses, a better 
option would be to return to the CGT 
system before 1999 (which involved 
indexation and an averaging provision 
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that avoided over-taxation of one-off 
large gains), with an additional discount. 

This discount should be set so that the tax 
burden on capital remains lower than the 
burden on other income, in alignment 
with the views of many tax experts. 24 

A discount for capital gains is generally 
uncontroversial, as there is widespread recognition 
that capital gains should be taxed at a concessional 
rate because part of any capital gain is due to 
inflation, and also because capital gains are booked 
in a single year for income tax purposes making 
them more likely to be subject to a high marginal 
tax rate. However, it may be desirable to reform 
the current arrangements along the lines of Potter s 
suggestions, as it appears the 1999 changes were 
partly responsible for the surge in negative gearing 
in the 2000s. 

The Oppositions policy is motivated by its 
expressed concern regarding housing affordability, 
particularly in Sydney and Melbourne. But the 
proposed changes to negative gearing and CGT 
would be an undesirable way to address these 
concerns. The large rise in house prices since the 
early 2000s is related to a wide range of factors and 
their relative influence is difficult to tease out. As 
Griffith University Professor Andrew Worthington 
has noted regarding housing price growth: 

The main contributor at the national level 
has been the escalation of housing prices 
becauseofcontinuingstrongdemandarising 
from strong economic and population 
growth, the availability of cheaper and 
more accessible finance, and tax and other 
incentives for home and investor housing 
ownership. An additional contributor is 
unresponsive housing supply resulting 
from an extensive governmental role in 
land release and zoning, infrastructure 
charges, and building and environmental 
regulation. 25 

Leading Australian economist and public finance 
expert Peter Abelson has made similar comments 
regarding the adverse impacts of government 
restrictions on housing supply. 26 


It is therefore important to consider the full range 
of policy options when making recommendations 
regarding housing affordability. If the goal is to 
promote housing affordability, there are arguably 
better ways to do so including reductions in 
stamp duty, reforms to local and state government 
planning laws that may be limiting land supply, 
and macro-prudential supervision. 

Recent macro-prudential supervision by the 
Australian Prudential Regulation Authority 
(APRA) has had some impact in restraining the 
growth in investor loans—for example, there 
has been a decline in interest-only loans among 
property investors, and the proportion of investor 
loans with very high loan-to-valuation ratios has 
fallen. APRAs actions have also likely impacted 
property prices. In the final quarter of 2017, the 
CoreLogic Home Value Index fell 2.1% for Sydney 
and property value growth has moderated in 
Melbourne, increasing only 0.9%. 27 

The large rise in house prices since the 
early 2000s is related to a wide range of 
factors and their relative influence is difficult 
to tease out. 


Conclusion 

There are more desirable ways to improve housing 
affordability than the Oppositions proposed policy 
to restrict negative gearing and halve the CGT 
discount. Indeed, based on its previous views cited 
earlier, it is likely that Treasury—which is responsible 
for tax policy advice and development—would 
recommend changes to the Oppositions current 
proposal were Labor to win government. It may be 
preferable to tackle the affordability problem from 
the supply side while maintaining negative gearing. 

Importantly, policy proposals to modify negative 
gearing and the CGT discount should only be 
enacted after extensive modelling and analysis of 
potential impacts by Treasury and external experts— 
and after a period of public consultation—given 
the risk of adverse impacts on property and rental 
markets and the broader economy. 
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LAND REFORM IN 
PAPUA NEW GUINEA 

SECURING INDIVIDUAL PROPERTY RIGHTS 
TO CUSTOMARY-OWNED LAND 

Important lessons can be learned from the way land reform has been 
carried out in PNG over the past decade, argues Ron Duncan 


O n 19March2009thePapuaNewGuinea 
(PNG) government unanimously 
passed legislation that allows long-term 
leasing by individuals of customary- 
owned land (that is, clan land). This legislation— 
the Land Groups Incorporation (Amendment) Act 
2009 and the Land Registration (Customary Land) 
(Amendment) Act 2009 —provides the basis for 
an economic growth path that should result in 
greatly increased living standards for all Papua New 
Guineans, most of whom have not seen any increase 
in their very low incomes for the past 30 years or 
so. The legislative changes thus represent one of 
the most, if not the most, significant economic and 
social reforms in PNG since independence. 

This article outlines the history of this important 
reform and discusses the hoped-for consequences. 
The way in which the reform was carried out has 
important lessons for those undertaking major 
policy and institutional changes. The reforms 
undertaken also have implications for the securing 
of individual title to Native Title land in Australia’s 
remote Indigenous communities. 

Land ownership in PNG 

Around 93% of land in PNG is held by clans under 
customary ownership. Prior to the 2009 legislation, 
this meant that individuals from within the clan 
or outside entities could not gain secure title to 
portions of clan land. Thus, there was no scope for 
individuals to express their innovative abilities and 
entrepreneurship through having complete control 
over the use of the land. Nor could the land be 


used as collateral for loans to invest in businesses. 
Hence, customary land, which provides a livelihood 
for around 85% of the PNG population of 
approximately eight million, has been much less 
productive than it could be. 

Previous attempts to change the legislation 
relating to customary-owned land had failed. A 
World Bank sponsored project to mobilise land 
for development’ led to protests by students, non¬ 
government organisations (NGOs) and trade 
unions that resulted in four deaths in 2002 and the 
destruction of millions of kina worth of property in 
1995 and 2002. Thus, it was a politically sensitive 
issue for politicians to tackle. The incumbent 
government that attempted to make changes to 
the legislation in 2002 was decimated in the 2002 
national elections. Any attempt to achieve a different 
outcome therefore presented a huge challenge. 


The land reform process 

The Somare government, with the 
leadership of the Lands and Physical 
Planning Minister Sir Puka Temu 
(who was also the Deputy Prime 
Minister), cautiously initiated 
a process in 2005 to meet this 
challenge. In August of that year, the 
government approved the holding 
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of a National Land Summit with the theme 'Land, 
Economic Growth and Development’ (which had 
the catch-cry of mobilising land for development’). 
The Summit was instructed to analyse the problems 
and issues associated with land ownership and land 
use in PN G with the overarching purpose of ensuring 
that all land with formal title, either customary 
land or state-owned land, was sufficiently secure 
that it could be used as collateral by commercial 
lenders. The National Research Institute (NRI), a 
government policy think tank, was entrusted with 
the responsibility of leading a team to coordinate 
the Land Summit. The NRI put together a Land 
Summit Coordinating Committee comprised of 
representatives from the Departments of Lands and 
Physical Planning (DLPP), National Planning and 
Monitoring, Justice, and Attorney General, as well 
as representatives of the University of Papua New 
Guinea, the University of Technology, the Institute 
of National Affairs, and the NRI. 

The Land Summit was important in seeking a 
mandate from the people to pursue land reform 
and the direction of its form. In doing so, its 
recommendations had to be developed and owned 
by Papua New Guineans. Therefore, only Papua 
New Guineans were involved in the discussions. 
Two major presentations laid the groundwork for 
the discussions.* One made the case for the need 
to have secure individual title to customary land 
in order to increase agricultural productivity to 
meet the food security needs of the rapidly growing 
population. The other presentation demonstrated 
how the rapid social and economic changes taking 
place within traditional society were placing 
pressure for change on the existing customary land 
tenure system. 

The Land Summit, which invited representation 
from all sections of society, arrived at three sets 
of recommendations under the themes of Land 
Administration, Land Dispute Settlement, and 
Customary Land Development. The Coordinating 
Committee’s report and its recommendations 
were presented to the government in October 
2005, which then established the National Land 


Development Taskforce (NLDT) to review the 
recommendations. Preliminary findings were 
discussed at a workshop in July 2006, at which 
point the government directed the Taskforce to 
hold nationwide consultations before finalising its 
recommendations. 

In the period July-September 2006, 
stakeholder consultations were held to present the 
recommendations to the public and to make clear 
that the land reform program was owned by the 
government and that PNG institutions and experts 
were playing leading roles. The public relations 
strategy was very important during this period 
in order to identify all stakeholders, understand 
their concerns and, where possible, take them into 
account. In a country with over 800 distinct spoken 
languages, this was a huge challenge. The NLDT 
formed teams that visited two main towns in each 
of the four major regions to meet with interested 
parties. Newspapers, radio and television were used 
heavily to publicise meetings. 

In September 2006 a final report was prepared 
that made 54 recommendations flowing from 
the NLDT discussions and consultations. The 
government accepted the recommendations and 
directed their implementation. The public relations 
exercise had been so effective that the Prime Minister 
could launch the National Land Development 
Program (NLDP) in 2007—a national elections 
year. It was also a sign of the Program’s acceptance 
that all parties running for election supported it. 

Of the 54 recommendations made by the 
NLDT, the only one on land dispute settlement 
recommended the formation of a new Land 
Court to handle all disputes over customary 
land in place of the five existing jurisdictions 
that had responsibility for land disputes. The six 
recommendations on customary land development 
set out the legislative and regulatory processes for 
the voluntary registration of Incorporated Land 
Groups (ILGs) and the registration of customary 
landowners’ land so that portions agreed on by the 
landowners could be leased on a long-term basis 
for economic and social development. Both sets 


* See Charles Yala, Satish Chand and Ron Duncan, 'Making Land More Productive in Papua New Guinea' as well as Lawrence Kalinoe and Josepha Kanawi, 'Social-Economic 
Changes and their Implications for Customary Land Tenure' in Charles Yala (ed), The Genesis of the Papua New Guinea Land Reform Program: Selected Papers from the 2005 
National Land Summit (Port Moresby: National Research Institute, 2010). The latter paper by Kalinoe and Kanawi covers issues such as customary law on land tenure, 
inheritance and use rights, the prevalence of disputes and the difficulties of settling them, and the problems experienced trying to commercialise customary land use. 
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of recommendations were taken forward by the 
relevant agencies: principally by Magisterial Services 
with respect to land disputes and the Constitutional 
and Law Reform Commission (CLRC) with respect 
to the registration of ILGs and customary land. 
The 47 remaining recommendations for reforming 
land administration were to be implemented by 
the Department of Lands and Physical Planning 
(DLPP). 

The legislation through which the necessary 
legal changes were to be made was presented 
to the National Parliament in 2009 and passed 
unanimously. The legislation comprised the Land 
Group Incorporation (Amendment) Act 2009 and the 
Land Registration (Customary Land) (Amendment) 
Act2009. The former Act ensures that the ownership 
of customary land remains in perpetuity within 
the social unit that has rights to the land under 
customary law. The latter Act ensures that leases 
issued to portions of clan land are bankable, i.e. are 
viable collateral. 

The capacity thus provided for landowners to 
form ILGs and to register portions of their land 
for secure long-term lease is a firm basis upon 
which Papua New Guineans can develop the 
most productive uses of their customary land. 
However, these are new concepts to most Papua 
New Guineans, and while there was widespread 
consultation in the process of gaining support for 
the ideas that came from the Land Summit and led 
to the NLDP, it will take considerably more time 
and effort for the people to gain a full understanding 
and appreciation of these changes. 

Progress in implementing the reforms 

Unfortunately, due to a hold-up in the Speakers 
Office, the Acts did not come into effect until March 
2012. Following the gazettal of the new legislation, 
however, awareness programs were undertaken to 
improve customary landowners’ understanding 
of the new legislation. The CLRC carried out an 
awareness program throughout PNG to assist 
understanding of the ILG registration process and 
the process for the registration of land that ILGs 
agree to lease for economic and social development. 

These are complex procedures. Training was also 
provided for provincial and district lands officers. 
Magisterial Services undertook education tours to 


promote understanding of the new Land Court. It 
has been assessed by the NLDP that the Land Court 
is playing a major role in resolving land-related 
cases in the National Court. Provincial Governors 
are reported to be strengthening administrative 
structures with the aim of implementing the land 
reforms. This provincial involvement indicates that 
the provinces see that there are benefits for them 
from the land reforms. Provincial government could 
form a formidable force behind full implementation 
of the reforms. 

The three-year delay in the gazettal of the 
land legislation passed in 2009 due to the hold¬ 
up in the Speaker’s Office can be seen as an early 
indicator of the resistance likely to be faced. 
Delaying implementation of policy or legislation 
is a common tactic of bureaucracies the world 
over. Public officials know that they hold more or 
less permanent positions, while politicians hold 
temporary positions at the whim of the electorate. 
Therefore, there is an incentive for the bureaucrat to 
delay, knowing that the political momentum for the 
change in policy or legislation may disappear. 

Provincial government could form a 
formidable force behind full implementation 
of the reforms. 

The recommendation for the design and 
adoption of a single Land Court within Magisterial 
Services to handle disputes over the ownership 
of customary land has been implemented and 
disputes are being handled expediently. The process 
of customary landowners registering portions of 
their land for economic and social development 
will likely lead to an increased number of disputes 
between and within clans—at least in the short 
term. However, an increase in disputes should be 
seen as an inevitable part of the whole process, in 
that actions to clarify ownership will raise questions 
over land ownership that have lain dormant because 
more productive use of the land and realisation of 
its income-generating potential was unlikely under 
the previous system. 

The NLDT’s recommendations to develop a 
system of voluntary customary land registration 
have also been implemented. The processes 
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involved include provisions for the incorporation of 
landowner groups, such as the production of birth 
certificates to show eligibility for membership; and 
for the identification and surveying of land that an 
ILG proposes to make available for development 
purposes. Some ILGs have been formed and land 
has been registered for development; and interest in 
pursuing these avenues is increasing. For example, 
an ILG was formed in Western Highlands Province 
that allowed commercial use of land for mixed 
activities including forested land to be used for a 
possible carbon credit trading scheme. 

The NLDP, led by NRI, trialled the 
implementation of the amended legislation through 
several pilot projects to see whether the processes 
developed for ILG registration and voluntary 
customary land registration would function 
according to the Taskforce recommendations. These 
processes involved various government agencies 
tasked with statutory responsibilities. A critical 
factor in achieving positive outcomes appeared to be 
the effectiveness of local leadership. These successful 
outcomes indicate that the NLDP has created the 
legal and administrative processes within which 
customary land can be made fully productive. The 
confidence of commercial banks in the collateral 
value of customary land leases—a most important 
mechanism for bringing the economic and social 
value of customary land to full fruition—was also 
tested through the pilot projects. 

Efforts to implement the NLDTs 
recommendations for reform of land administration, 
in particular to reform the DLPP, have been much less 
successful. In fact, most of the 47 recommendations 
to reform the many land administration functions 
of the DLPP have not been implemented or only 
partially implemented. Admittedly, the reform of 
land administration, as defined, was a huge task. 
However, land administration reform is critical, as 
progress with voluntary customary land registration 
and the settlement of land disputes depends to 
a large extent on the smooth operation of land 
administration processes. 

Resistance to the reforms 

A 2013 Cabinet decision to fold the NLDP in with 
the development of an affordable housing policy 
suggests that the government was losing focus on the 


land reforms, which made the implementation of 
the land administration reforms even more difficult. 
There is no doubt that housing investment in PNG 
would benefit from the land reforms, which would 
make customary land available for housing and 
relieve the constraint on housing growth from its 
reliance on the very limited freehold and state land. 
However, the land reforms are important for many 
other forms of economic and social investment, 
particularly investment in economic enterprises. 

The loss of momentum in the implementation 
of the NLDP appears in large part to have been due 
to the transfer in 2010 of the Hon Sir Puka Temu, 
the political champion of the land reforms, from 
the position of Minister for Lands and Physical 
Planning. The incoming Minister did not provide 
the same drive to the reforms. This is an example 
of a major problem in pushing ahead with any 
reforms—the limited terms of governments and the 
turnover of Ministers can mean that reforms that 
had strong government support lose that support. 

Given that the implementation of voluntary 
customary land registration depends heavily 
on the implementation of the reforms to land 
administration, the challenges to reforms in land 
administration within the DLPP can be seen as 
the main challenges to the implementation of the 
remaining NLDTs recommendations. As with any 
reform there will be winners and losers. The losers 
will be mainly those profiting from the existing 
arrangements; they can be expected to resist any 
change to the status quo. 

Another challenge is the low level of public 
understanding of the intention of the 2009 land 
laws, despite the immense effort that went into 
gaining public and parliamentary approval for the 
new laws. Overcoming this lack of understanding 
and misunderstanding on such a sensitive issue was 
always going to be a massive task. However, the 
task has not been made any easier by the spreading 
of misinformation about the land laws by vested 
interests wishing to take advantage of landowners. 

A final challenge identified is to convince 
commercial banks that the long-term leases of 
customary land are solid collateral against which 
they will be willing to lend to economic enterprises. 
The 2009 land laws were designed so that they 
would present no difficulties for banks with respect 
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to the validity of the collateral. This means that 
there are no qualifications limiting the collateral 
value of the leases once they have been registered. 
Thus, the primary concern about the validity of 
the leases as collateral is that the government will 
not 'stand behind’ the leases. This has to be seen 
as a legitimate concern, given previous unwarranted 
government intervention in valid contracts. 

In sustaining pressure over the lengthy period 
needed to complete difficult reforms, such as the 
PNG land reform, it is clear that reliance cannot 
be placed on a single political or organisational 
'champion to maintain the momentum. What 
appears to be needed is the strengthening of public 
demand for reform implementation and the 
creation of more and more 'local’ champions. Some 
Provincial Governors support the new legislation. 
They and local level government officials should be 
encouraged to continue their support within their 
communities. 

The NLDP has been educating the public about 
the new land legislation and its benefits through the 
promotion of pilot projects involving the setting-up 
of new enterprises using customary land leases. The 
NLDP should continue to support such projects. 
It should thoroughly document the outcomes from 
new projects and disseminate these as widely as 
possible. Many individuals from the private and 
public sectors have been involved in the design and 
implementation of the NLDP. Many are important 
opinion leaders. The NLDP should make use of 
them to promote understanding and support of this 
critical land reform. 

Demonstrating that the new land legislation can 
be used by landowners themselves and by outsiders 
to establish enterprises that create incomes and jobs 
would appear to be the best means of building and 
maintaining pressure on politicians and officials to 
complete the reforms within the DLPP. 

Benefits of the land reform 

As noted, the primary benefit of the land reform 
is to provide a secure property right to land for 
individuals so that they have an asset in which 
they can increase value through innovation and 
enterprise that results in new businesses. Undertaken 
on a widespread basis, this will increase investment, 
incomes and jobs throughout PNG. 


An important factor underpinning the design of 
the land reform program was the recognition that 
the new arrangements would only be robust if all 
parties to the leases had incentives to uphold and 
essentially self-enforce the contract. In this case, all 
landowners (or clan members) benefit through the 
rents paid for the lease. The governments benefit 
through the taxes paid from the incomes generated 
by the new businesses (for example, goods and 
services taxes paid to the national government and 
taxes paid to local governments now able to zone 
customary land for urban development). The new 
businesses benefit from the incomes earned on the 
basis of secure property rights. 

Another benefit that should derive from the 
land reform is improvement in the delivery 
of services. 

Another benefit that should derive from the land 
reform is improvement in the delivery of services by 
the national, provincial and local level governments. 
Ineffective service delivery has been a blight on 
the performance of all levels of government since 
independence in 1975, including the decline in the 
number and quality of rural health centres and the 
poor maintenance of national and local roads. Now 
that there are individual property rights to land, the 
individual leaseholder will have an incentive to see 
that government service delivery is effective as this 
will add to the value of their asset. Presently, under 
collective clan ownership there is no incentive for 
any individual in the clan to see that services are 
properly delivered. 

Conclusions and lessons 

The effort needed to deliver the outcome of 
unanimous parliamentary approval for the amended 
land legislation was clearly a mammoth task 
involving several years of concentrated focus by a 
small dedicated group. The wholesale reform of the 
activities of the DLPP is also clearly a mammoth, 
but different, task. The former involved convincing 
landowners across PNG of the benefits of being 
able to register and lease their land for economic 
and social development. As well, politicians and 
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representatives of various public and private 
interests had to be convinced. 

As regards the reform of land administration 
processes, politicians, government officials, and 
public and private interests associated with land 
administration activities have to be convinced to 
concede power that they hold directly or indirectly 
through government fiat. The leverage to derive 
personal benefit that power from government fiat 
provides cannot be underestimated. Therefore, it 
should not be surprising that making changes to 
land administration activities has been so difficult 
and prolonged. 

In seeking ways to overcome the challenges 
to the implementation of the reforms in land 
administration, lessons can be taken from what was 
done initially to achieve the reforms to customary 
land legislation. These include: 

(i) the promotion of a champion of the reform 
who is willing to spend the considerable 
amount of time often needed to see the 
reform through; 

(ii) the design of a well thought through, 
inclusive and transparent process; 

(iii) involvement of a core group of technically- 
competent people during all stages of the 
reform process; 

(iv) identifying stakeholders and understanding 
their incentives and concerns; 

(v) development of a comprehensive 
communications strategy to generate 
public understanding of the reforms, allow 
concerns to be expressed, develop public 
ownership’, and mobilise public action; 
and 

(vi) generating analysis useful to driving the 
reforms, such as demonstrating the benefits 
and costs of the reform to society. 

In sustaining public pressure over the lengthy 
period needed to complete difficult reforms such 
as the land reform in PNG and the reform of 
the DLPP itself, it has become clear—as noted 
earlier—that total reliance cannot be placed on 
a single political or organisational champion to 


maintain the momentum. What appears to be 
needed is the strengthening of public demand for 
reform implementation to maintain the pressure 
when momentum slackens. The NLDP has been 
attempting to do this through educating the public 
about the new land legislation and its benefits. A key 
instrument has been the promotion of pilot projects 
involving new enterprises utilising customary land 
leases. Some of these have been successful, others 
not. To re-iterate, however, demonstrating that the 
new land legislation can be used by landowners 
themselves and by outsiders to establish enterprises 
that create incomes and jobs would appear to be 
one of the best means of building and maintaining 
pressure on politicians and officials to complete 
the reforms. 

An important component of the contract 
implicit in the land reforms is that the various 
parties involved in making customary land 
available for economic development benefit from 
the contract (the lease); that is, it should result in a 
win-win situation for the landowners, the various 
levels of government—importantly, local level 
governments—the commercial banks, and society 
more generally, which benefits from the income 
and jobs generated from the enterprises established. 
The fact that, as noted previously, several Provincial 
Governors have moved to align their administrative 
structures with the land legislation is a sign that 
people are realising the benefits that will flow from 
the changes. 

Indigenous communities in Australia living in 
remote communities on NativeTitle land suffer many 
of the same problems as Papua New Guineans— 
problems that mainly arise from the absence of 
secure individual title to land on which to build 
their own home or to create a business. Thus, there 
is no incentive for the development of innovation 
and enterprise or to see that government services are 
delivered effectively. These problems would likely 
be overcome in the same way as in PNG—through 
secure long-term leases. However, there will be need 
for a similar approach to such reform—recognising 
the need to develop understanding and ownership 
within the communities and to overcome the 
resistance from vested interests. 
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LAND REFORM IN 
INDIGENOUS COMMUNITIES 

A RESPONSE TO DUNCAN 


Australia has not seen the wide-scale reforms to communal 
land enacted in PNG, but some progress is being made, 
reports Charles Jacobs 


T he importance of private property rights 
on Aboriginal and Torres Strait Islander 
land has been at the core of the CIS 
approach to Indigenous affairs for well 
over a decade. Through the work of Helen and 
Mark Hughes, and Sara Hudson, CIS has argued 
that private land tenure could help to alleviate 
the socioeconomic disadvantages faced by remote 
Indigenous communities. 

Private property is the foundation of economic 
growth. Long-term individual tenure gives security 
to investors, who can develop enterprises in the 
knowledge that they will have exclusive use of 
land and thus time to build their business. Home 
ownership generates self-responsibility and pride, 
giving owners an incentive to maintain or improve 
their asset. This in turn can lead to improvements in 
other key outcomes such as health and education. 1 

In many remote Indigenous communities, 
however, the same barriers that compelled the 
Papua New Guinean land reforms discussed by 
Professor Duncan continue to prevent people from 
harnessing the full potential of their land. Under 
complex communal ownership laws Indigenous 
people are restricted from owning a home or 
designating a commercial lease to promote private 
investment. In the Northern Territory, for example, 
land councils such as the Northern (NLC) and 
Central (CLC) Land Councils administer the land 
on behalf of traditional owners. However, they 
are large bureaucratic organisations, often looking 


after huge areas of land with hundreds of different 
communities. Council executives are also wary of 
private tenure due to the risk that communities 
may lose land and be taken advantage of by external 
investors. This makes it very difficult to get things 
done. 

In certain instances, it means that a community 
of several thousand may have no private housing, 
nor a functioning local economy. Unemployment 
is high. There are few small businesses such as 
hairdressers, mechanics, cafes and hardware stores. 
Any shops are communally-owned monopolies that 
stifle competition. Entrepreneurs are unable to start 
up rival ventures because land cannot be designated 
for commercial use. There is little incentive for 
individuals in the community to ensure that 
government services are delivered as intended 
because there are no individually-owned assets to 
which the services would add value. 

Papua New Guinea is now 
implementing some landmark 
reforms to overcome the problems 
of communal ownership. Australia, 
however, is a long way behind. 

There are several possible reasons 
for this. 


Charles Jacobs is a Researcher in the Indigenous Affairs 
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First, a wide variety of state, territory and 
Commonwealth legislation governs Indigenous 
land ownership across the country. This has created 
an array of significantly differing contexts whereby 
it would be difficult to enact overarching reform. 
For example, under land rights legislation in the 
Northern Territory the NLC and CLC manage 
virtually the entire region on behalf of traditional 
owners. In contrast, 120 Local Aboriginal Land 
Councils manage Aboriginal land in New South 
Wales. Meanwhile in Queensland there are over 
80 Indigenous Prescribed Body Corporates. Such 
jurisdictional and legislative variation makes it 
difficult to instigate any overarching reform. In 
PNG the land title debate is by no means simple. For 
example, the vague demarcation of land ownership 
is one issue that continues to create problems. 
However, PNG has one legislative jurisdiction in 
which to enact overarching reform. 

While these leasing arrangements allow 
for private property rights across specific 
townships in the Northern Territory, the 
problems of communal ownership still affect 
the greater mass of Indigenous land. 

Second, reform to secure private property rights 
on communal land has long been a prominent 
issue in Papua New Guinea. PNGs population is 
spread widely across the country, and its economy 
is dominated by mining, agriculture, forestry 
and fishing. Given that 95% of land in PNG is 
communally owned it is understandable that reform 
has been an important agenda for decades. While 
Indigenous people own up to 40% of the Australian 
landmass, the general public has little interest in 
the intricacies of communal title. Outside of a 
few key industries such as mining and agriculture, 
the service-based Australian economy has limited 
reliance on land. Therefore, the issue of private 
property rights in remote Indigenous communities 
has not gained much political currency. 

Although Australia has not implemented the 
wide-scale land reforms seen in PNG, some progress 
is being made. Over the last decade amendments 
to the Aboriginal Land Rights (Northern Territory) 


Act 1976 have seen some reform across the Top End. 
In 2007 several remote communities signed 99-year 
township leases via Section 19A of the Act. 2 Under 
this arrangement an independent statutory official 
from the Commonwealth leases a township area 
from traditional owners. Land is then sub-leased 
to individuals for private housing and commercial 
ventures. The benefits of this are beginning to show. 
In the Wurrumiyana community, for example, 17 
people have now purchased their own homes and a 
number of small businesses have been set up. 3 

Some critics have argued that this method takes 
control of land and decision-making away from the 
local community, so an alternative form of leasing 
is also available whereby the township head lease is 
held by a local Indigenous corporation rather than 
a government official. In 2017 the Gumatj clan of 
north-east Arnhem Land signed a 99-year lease over 
the Gunyangara community, becoming the first 
group to do so. 4 Several other communities have 
begun negotiations to follow suit. 

While these leasing arrangements allow for 
private property rights across specific townships in 
the Northern Territory, the problems of communal 
ownership still affect the greater mass of Indigenous 
land. Decisions about commercial land use in the 
Northern Territory, such as consenting to mining 
exploration, are still made by the NLC and CLC. 5 
Community leaders are frustrated that this restricts 
their direct input into the management of their land. 
But the councils fear allowing direct community 
control will expose them to exploitation by private 
investors and bad management practices. Many 
communities have poor levels of education and 
financial literacy, giving some currency to these 
concerns. 

In 2006, however, an amendment (Section 
28A) was made to the Act, allowing a community 
organisation to ‘delegate’ authority from the land 
council. 6 In essence, Indigenous groups at their own 
request can assume the responsibilities currently 
managed by the relevant council. This includes the 
power to issue private residential and commercial 
leases as well as to control private investment 
opportunities. 7 

In 2017 a small community in East Arnhem Land 
became the first to attempt to delegate authority 
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from a land council. 8 During August of that year I 
was fortunate to witness the opening of negotiations 
between the NLC and that community. While this 
process will take years, the passion of the community 
members to take responsibility for their own affairs 
was clear. They believe wholeheartedly that local 
decision-making is imperative to achieving positive 
outcomes. 

This raises an interesting parallel with the 
reforms in Papua New Guinea. Professor Duncan 
comments that local leadership was a critical factor 
in the success of the pilot projects that trialled the 
implementation of the amended land laws. From 
my observations in East Arnhem Land it is clear 
that the situation is similar. It is locals who are 
driving these reforms, thereby owning them, and 
it is locals who will undoubtedly benefit the most 
from them. 
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FEATURE 


TIME TO STOP 
FIXATING ON FINLAND 

The idea that Finland is an education nirvana that Australia should emulate 
is a persistent myth, argue Blaise Joseph and Jennifer Buckingham 


T he establishment of the International 
Maths and Science Surveys by the 
Institute for Education Assessment in 
1964 was the beginning of a worldwide 
fascination with comparing and contrasting the 
performance of education systems around the globe. 

The OECD followed suit with the Program 
for International Student Assessment (PISA) in 
2000, the results of which have contained some 
surprises. The high-spending Western economic 
powerhouses of the United States and Germany 
performed relatively poorly while small countries 
like Finland and city-states like Singapore topped 
the tables. Over the last few rounds of PISA—which 
are conducted every three years—more countries 
have joined the program, upsetting the tables and 
generating even more interest in how to create 
high quality schools. 

Australia is not among the top-performing 
countries on any of the recent international 
standardised tests, as Table 1 indicates. 

With regard to trends in absolute performance 
over time, Australia’s average results have 
significantly declined in PISA and stagnated or 
declined in TIMMS, although they have risen in 
PIRLS (see Figure 1). This generally disappointing 
trend—despite substantial increases in government 
spending per student over the same period—has 
driven the ongoing policy debate about how to 
improve Australia’s school results. 


A fascination with Finland has been an 
enduring aspect of this policy debate. Most recently, 
Finnish education expert Pasi Sahlberg, who 
will take up an academic post at the new Gonski 
Institute for Education at the University of 
New South Wales in September, has argued that 
his country’s school system has a lot to teach 
Australia—especially in having more student play 
time and less standardised testing. 1 Various media 
outlets have promoted this viewpoint, including 
Channel Nine’s 60 Minutes program in a story called 
‘Can Do Better’ that went to air in late January. 2 

It is true that Finland consistently outperformed 
Australia on the recent international standardised 
tests, and we should be willing to learn lessons 
from the top-performing countries. But how 
successful has Finland actually been in recent years? 



Blaise Joseph is an Education Policy Analyst at The 
Centre for Independent Studies (CIS). 

Dr Jennifer Buckingham is a Senior Research Fellow at 
CIS and Head of the CIS FIVE from FIVE Literacy Project. 
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Table 1: Australia's relative performance in latest international tests 3 


International Test 

Topic 

Australia's Rank 

Program for International Student Assessment (PISA) 2015 
(15 year-old students) 

Science 

14 * 

Maths 

25 * 

Reading 

16 th 

Trends in International Mathematics and Science Study (TIMMS) 2015 

Year 4 Maths 

28 th 

Year 8 Maths 

1 ?th 

Year 4 Science 

25 th 

Year 8 Science 

17 * 

Progress in International Reading Literacy Study (PIRLS) 2016 
(Year 4 students) 

Reading 

21 st 


Figure 1: Australia's results in PISA, TIMMS and PIRLS over time 4 
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Table 2: Finland's relative performance in latest international tests 5 


International Test 

Topic 

Finland's Rank 

Countries out-performing Finland 


Science 

5 th 

Singapore, Japan, Estonia, Taiwan 

PISA 2015 

Maths 

4 th 

Singapore, Hong Kong, Canada 

Reading 

is* 

Singapore, Hong Kong, Macao, Taiwan, Japan, Beijing-Shanghai- 
Jiangsu-Guangdong (China), Korea, Switzerland, Estonia, Canada, 
Netherlands, Denmark 


Year 4 Science 

7 th 

Singapore, Korea, Japan, Russia, Hong Kong, Taiwan 

TIMMS 2015 

Year 4 Maths 

I?* 

Singapore, Hong Kong, Korea, Taiwan, Japan, Northern Ireland, 

Russia, Norway, Ireland, England, Belgium, Kazakhstan, Portugal, 
United States, Denmark, Lithuania 

PIRLS 2016 

Year 4 Reading 

5 th 

Russia, Singapore, Hong Kong, Ireland 


Finland's recent decline 

Finland received higher average scores than 
Australia on all recent international standardised 
tests: PISA, TIMMS (Finland only participates in 
the Year 4 tests, not the Year 8 tests), and PIRLS. 
Yet Finland was not the top-performing country 
in the world on any of these tests, as shown in 
Table 2. Singapore and other East Asian countries 
consistently outperform Finland. These results have 
generated significant interest, although Singapore 
is not widely held up as a model to emulate—unlike 
Finland. 

However, a strong case can be made that because 
the number of participating countries changes each 
year, a more valid approach is to compare absolute 
performance by countries on these tests over time, 
rather than just the rankings between countries 
which only measure relative performance. 

Looking at absolute instead of relative 
performance in terms of average test results, Finland’s 
scores in PISA and TIMMS have significantly 
declined in recent years, while its performance on 
PIRLS has marginally dropped as well (see Figure 
2 ). 

In trying to explain differences in relative 
performance it is inappropriate to ascribe differences 
in country rankings entirely to differences in their 
education systems. Non-school factors such as 
cultural differences also play a role, including 
differences in behaviour in school, motivation to 
learn, and motivation to do well on tests. 


For example, since the PISA tests are ‘low stakes’ 
assessments for the students and schools that 
participate—there are no benefits or consequences 
for high or low performers—motivation to apply 
effort in the tests is not assured. 

A number of researchers and commentators 
have speculated in recent years that performance on 
PISA may be a function of student motivation to 
do well on the test, and that the level of motivation 
may differ between countries. Students in more 
collectivist countries that place a high value on 
academic achievement—both personally and as a 
society—may have higher test performance than 
students in more individualistic cultures where 
social expectations are not as strong because intrinsic 
personal motivation to do well is higher. A US study 
from the National Bureau of Economic Research 
that considered the impact of student motivation 
on PISA scores in China and the US provides some 
evidence to support this theory. 6 

There are other reasons to apply a healthy 
dose of scepticism to Finland’s apparent academic 
success. An open letter from more than 200 Finnish 
mathematics professors and lecturers in 2005 
decried the standard of maths teaching and learning 
in Finnish schools. 7 And a study published by the 
Finnish government’s Education Evaluation Centre 
in 2015 found that two-thirds of ninth graders were 
unable to calculate everyday math problems like 
price reduction percentages. 8 


26 POLICY • Vol. 34 No. 1 • Autumn 2018 











BLAISE JOSEPH AND JENNIFER BUCKINGHAM 


Figure 2: Finland's results in PISA, TIMMS and PIRLS over time 9 
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A problematic comparison 

Even if it were desirable to emulate Finland’s school 
system in Australia, there are many reasons why this 
would be difficult to do so. 

For example, Finland has a small and 
geographically concentrated population, less 
cultural or racial diversity, and a lower immigration 
rate than Australia. This important demographic 
and cultural context is often overlooked in media 
coverage of the Finnish system. 

Finnish is also one of the easier languages for native 
speakers to learn to read. It is a simpler language than 
English in terms of its writing system—how speech 
is represented in print. Finnish orthography—that 
is, its conventional spelling system—is "shallow’: 
each letter is represented by a single sound, and 
letter-sound relationships are highly consistent. In 
contrast, English is the opposite extreme and has 


a ‘deep’ orthography: single letters can have more 
than one sound, and vice versa, and there is a large 
number of letter-blends that make unique sounds. 10 

The relative simplicity of the written language 
in Finnish allows more rapid acquisition of the 
decoding skills required for accurate and fluent 
reading, 11 so it is relatively easier for native speakers 
to learn to read, which boosts school results in later 
years. One-third of Finnish children can already 
read simple text when they begin school, and one 
study found that three-quarters of children could 
accurately read sentences at the end of their first 
year at school. 12 

Researchers comparing reading acquisition 
among children in Scotland and non-English 
speaking countries (including Finland) have 
concluded there will be ‘irreducible differences in 
rates of progress between learning to read English 
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or other deep orthographies and learning to read in 
shallow orthographies.’ 13 

Analysing high-achieving school systems is 
useful, but given complicating factors such as 
language, it is a fallacy to suggest Finland provides a 
blueprint for other countries. 

Other top-performing countries in literacy and 
numeracy like Singapore potentially have many 
lessons to offer Australia as well, although—as 
noted earlier—Singapore is not widely advocated 
as a model to emulate. The exaltation of Finland’s 
education system is part of a broader myth that the 
Nordic countries are socialist paradises—ignoring 
that most socialists would pan Finland’s corporate 
tax rate of only 20%, not to mention its lower life 
expectancy and higher teenage suicide rate compared 
to Australia. 14 

Blaming NAPLAN for the lack of 
improvement in Australian schools is 
like blaming the thermometer 
when it is 40 degrees. 

The reasons for Finland's past success 

Pasi Sahlberg’s 2012 book Finnish Lessons put 
Finland’s PISA success down to its adoption of 
progressive, child-centred pedagogies and rejection 
of educational policies he called the Global Education 
Reform Movement (or GERM). 'Harmful GERMs’ 
include focusing on core knowledge and skills (that 
is, literacy and numeracy) and testing. 15 

However, it is problematic to ascribe student 
achievement in the early 2000s to the educational 
policies of that time. Those results are more likely 
to have been influenced by the policies of the prior 
years. 

According to analysis by Cambridge University’s 
Tim Oates 16 and Gabriel Heller Sahlgren of the 
Centre for Policy Studies, 17 policies and pedagogy 
in Finland in the years prior to the early 2000s PISA 
tests were more traditional, and involved annual 
testing and reporting. The country’s previous rise 
in educational performance was more likely due 
to socioeconomic and historical factors, along 
with its traditional educational culture. This more 
traditional, teacher-centred school culture has been 


replaced by more 'student-centred’ learning in 
recent years. 

In other words, Finland’s move to a more 
progressive model of education preceded its 
downward slide in PISA performance and its more 
recent decline in TIMMS and PIRLS results. 

Nevertheless, there are some aspects of Finland’s 
school system that are well worth considering. For 
example, Finland has higher teacher education 
standards than Australia—new Finnish teachers 
tend to be better qualified and it is harder to gain 
admission into teacher education degrees. In general 
the teaching profession in Finland has a higher 
social status than in Australia. 

Too much testing and not enough playing? 

Could more play time and less testing—as suggested 
by Sahlberg—be the keys to boosting Australia’s 
school results? 

There is little reason to believe Australian children 
don’t have enough time to play or be physically 
active. About one quarter of every school day is 
given to recess and lunch breaks, there is additional 
school time devoted to physical education and 
sport, and the school day typically ends at about 
3pm. 

And a recent OECD study found that neither 
test anxiety nor test performance are related to the 
frequency of testing. 18 Besides, blaming the National 
Assessment Program—Literacy and Numeracy or 
NAPLAN for the lack of improvement in Australian 
schools is like blaming the thermometer when it is 
40 degrees. NAPLAN identifies problems; it doesn’t 
solve them or create them by itself. 

NAPLAN is not a 'high stakes’ test by the usual 
definition. Teacher salaries and school funding are 
not determined by NAPLAN scores. There is always 
the possibility of 'teaching to the test’, but if that 
leads to fewer children finishing primary school 
unable to read then teaching to the test is arguably 
a good thing. The 2016 PIRLS test found that one 
in every five Australian year 4 students had reading 
levels below the international literacy benchmark. 19 

There is also a twisted logic in the argument that 
Australia should be more like Finland and have 
fewer standardised tests, on the basis that Finland’s 
school system performs well on international 
standardised tests. 
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There is little doubt Australia’s performance in 
international rankings has seriously declined, but 
this is not the World Cup. The trend in Australia’s 
own absolute performance is more important, 
and perhaps the greatest benefit of international 
standardised tests like PISA is to provide an objective 
measure of a country’s academic achievement over 
time. On this measure, unfortunately, Australia’s 
trend is clearly downward, but blindly copying 
Finland and having more playtime is not the answer. 
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BEYOND BITCOIN 


Even if Bitcoin doesn't live up to the hype, the blockchain 
technology behind it could prove transformative—if 
governments let it, argues Matt O’Donnell 


O ne of the truisms of public policy is 
that the virtues of a new regulation are 
placed centre stage for all to marvel at, 
while the vices are explained only to 
the chosen few in the smoke-filled drawing rooms 
of the political class. This axiom is evident in how 
governments are dealing with the current mania 
surrounding cryptocurrencies, which could be a 
potential substitute for traditional state-backed fiat 
currencies like the Australian dollar. Indeed, it was the 
expressed intent of the pioneers of cryptocurrencies 
to use them to escape the governments monopoly 
on money. 

Cryptocurrencies exist digitally, usually have 
no central issuing or regulating authority, and use 
a decentralised system to record transactions and 
manage the issuance of new units. Importantly, 
these cryptocurrencies rely on sophisticated 
cryptography—usually internet-based blockchain 
protocols—to prevent counterfeiting and fraudulent 
transactions 

Cryptocurrencies, and blockchain technology in 
general, have the potential to be transformational 
technologies that could positively change the way 
individuals trade and interact with each other as well 
as changing the relationship between the individual 
and the state. A successful cryptocurrency could be 
of huge benefit to the world, and in particular for 
the citizens of countries with predatory political 
regimes. 


Unfortunately, innovative and socially 
beneficial technologies can be killed at birth by 
poor government policies. Since early January the 
Indian, South Korean and Chinese governments 
have all announced that they are looking at further 
measures to clamp down on the buying and trading 
of cryptocurrencies. Not one to miss a chance to 
Virtue signal’ and follow the authoritarian crowd, 
Facebook has also banned cryptocurrency ads on its 
platform. 

On the news, the price of numerous 

cryptocurrencies has gone into free fall with 

Bitcoin—the cryptocurrency du jour —falling by 
about 25% in one day and more than 50% since 
its high in early January. The uncertainty caused 
by governments has also seen prices whipsaw as 
each new rumour, positive and negative, has spread 
through the market like wildfire. This is a shining 
example of how ill-conceived 
government interventions can 
produce the double whammy 
of value destruction and price 
volatility, turning innocent 
investors’ savings into shredded 
confetti. 


Matthew O’Donnell is a Senior Research Fellow at the 
Centre for Independent Studies. 
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Virtue and vice 

The Indian, South Korean and Chinese 
governments have all publicly grandstanded that 
this value destruction is actually virtuous, arguing 
that new regulations are required to protect people 
from purchasing a phantom product that not only 
lacks a clear basis for value but also is being used by 
seedy criminals to facilitate money laundering, drug 
trafficking and smuggling. 

On the vice side of the ledger, government 
officials have refrained from mentioning the fact that 
the national fiat money currencies that dominate 
the world today are also a phantom product lacking 
a clear basis for value, and are used in far larger 
quantities than Bitcoin and the like to facilitate 
money laundering, drug trafficking and smuggling. 

Moreover, the question of a currency’s value raises 
a broader point that goes to the heart of economics. 
'Economic value’ is subjective and contestable for 
all goods and services. Trade only occurs because 
the buyer and seller perceive different values for the 
good being haggled over. Even when a trade occurs 
it does not mean we agree on the value of a good. I 
may think I got the good for a steal while you might 
think it is worth half as much as you sold it for. All 
that matters is that the agreed price meets our desire 
to buy or sell. 

The Australian dollar is essentially a government 
IOU that only has value while economic agents 
believe the government will honour its commitment 
to pay the holder on demand. Like cryptocurrency, 
and all goods, it has no measurable and indisputable 
intrinsic value. 

It doesn’t matter what government potentates 
and economic soothsayers think, Bitcoin was worth 
US $7,900 and an Australian dollar was worth 
US $0.78 at the time of writing because there are 
willing buyers at those prices. 

Escape from financial repression 

Cryptocurrency boosters argue that we are at the 
dawn of a new monetary age where centralised, 
government-issued, opaque and debt-based 
money is being disrupted by private, decentralised, 
open-source, competitive cryptocurrencies. Or 
as Goldman Sachs CEO Lloyd Blankfein argues 
maybe we are moving from government-issued fiat 
based money to consensus-based electronic money. 1 


Government officials around the world seem 
to have conveniently dismissed the fact that 
the mass adoption of a well-functioning private 
cryptocurrency could put real fiscal and monetary 
constraints on government profligacy. 

Who controls the issuance of currency controls 
the inflation rate. Inflation, as measured by the 
Consumer Price Index, is the slow killer of spending 
power. It means that what you can buy for a dollar 
today is less than what you could buy with it years 
ago. In the 1980s you could buy a bag of lollies for 
20 cents, today your 20 cents might get you half a 
Minty. 

Given that the record of central banks controlling 
inflation and retaining the value of currencies is 
far from exemplary, this check on government 
predation would be most welcome. For example, an 
Australian dollar in 1966—when it first came into 
circulation—was worth 11.5 times more than an 
Australian dollar is worth today. (And Australia is 
considered a success story when it comes to fighting 
inflation!) This de-valuation of the Australian dollar 
has been largely by design; that is, the Australian 
government decided to print more money and 
create more bank deposits. 

The mass adoption of a well-functioning 
private cryptocurrency could put real fiscal 
and monetary constraints on government 
profligacy. 

Inflation is a particularly big problem in 
times of economic crisis as poorly performing 
governments often print more money to pay for 
their commitments. World history is littered with 
examples of the wealth of nations being destroyed 
by the debasing of the money supply. 

Venezuela’s government has recently joined 
the long line of kleptocracies which have stolen 
the wealth of their citizens by debauching their 
currency to help pay off unsustainable government 
debts. Inflation in bolivars—Venezuela’s national 
currency—is reportedly expected to exceed 2000% 
this year. Interestingly, cryptocurrencies such as 
Bitcoin are actually being used by some Venezuelans 
to buy food and other necessities, 2 proving that 
access to a private currency could actually reduce 
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some of the iniquities foisted on private citizens by 
rapacious governments. While US dollars are still 
the main fallback for many people, they can be 
difficult to get hold of and are generally procured 
from a black market broker. Bitcoin cuts out the 
middle man because transactions can be done peer- 
to-peer. 

Calls for the replacement of paper currency 
with a purely electronic form of money are 
an even stronger reason for individuals 
to demand an alternative private currency. 

If a country’s citizens are able to be paid in, 
and buy products with, a generally accepted 
cryptocurrency, they enjoy an insurance policy 
against government predation. If there is a general 
belief that the economic position of a government 
is declining, then citizens can switch more of their 
salary and purchases into the cryptocurrency at the 
expense of transactions in their national currency. 
This would depress the value of the national 
currency, reducing the benefit to the government 
of printing more money while also providing the 
government with an early warning to improve its 
economic policies. 

The ever louder calls for the replacement of paper 
currency with a purely electronic form of money are 
an even stronger reason for individuals to demand 
an alternative private currency. Governments love 
the idea of eliminating paper money as it increases 
their ability to monitor the every move of their 
citizens, reducing the size and scope of the black 
market and tax avoidance. But sometimes black 
markets and tax avoidance are actually good for 
society. They provide natural limits on the power 
of the state. In countries with autocratic regimes 
the increased surveillance power that comes with 
electronic money would be clearly harmful to the 
best interests of its oppressed citizens. 

Twenty-four carats or iron pyrites? 

Cryptocurrencies could be a viable alternative 
to fiat money but could also end up being fool’s 
gold (iron pyrite), another addition to the shelf of 
dust-covered techno-curiosities, keeping company 


with betamax video tapes, the Sega Dreamcast and 
Google Glass. 

Yet even if Bitcoin ends up being a dud as 
a substitute for fiat currency, the blockchain 
technology underpinning it could provide real 
market innovations. Blockchain is essentially a 
shared record book, where the record of every 
transaction in a chain of related transactions is 
stored on thousands of different computers around 
the world. It has the potential to reduce the need 
for middle men and give consumers control of their 
personal information. 

For example, in the world of cryptocurrencies 
blockchain technology is used to accurately record 
who holds a particular Bitcoin and who they 
bought the Bitcoin off. This provides the purchaser 
with evidence that they own and hold a Bitcoin. 
This form of record-keeping replaces the old bank 
deposit system which the average person uses every 
day. Currently, when you use your debit card to 
buy a good, the bank records the transaction and 
reduces the amount in your bank account by the 
price you paid for the good and increases the size of 
the seller’s bank deposits by the same amount. This 
record of account engenders trust so you and the 
seller know that both of you are getting what you 
expected from the sale—you get the good, the seller 
gets the money. 

Blockchain technology allows the same 
transaction to occur without needing a bank or 
credit card company to act as a middle man. Under 
a blockchain transaction when you wish to send 
money to the seller to purchase a good, a new 
line is created in the blockchain electronic record 
ledger detailing that transaction. This line item 
then gets sent off to hundreds of other computers 
who have a copy of the previous blockchain record. 
Those computers confirm that this transaction is 
authorised, and ultimately they agree (or disagree) 
that everything about the transaction is legitimate 
before approving the sale. 

The rationale for using the technology is that, 
if perfected, it could be much cheaper to use than 
current models involving middle men. For instance, 
using debit cards and credit cards results in banks 
and credit card companies receiving merchant fees 
for ensuring transactions are legitimate, whereas 
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blockchain technology could provide many of the 
same verification services for a fraction of the cost. 

Another example is the pilot project being 
undertaken in Republic of Georgia with regards to 
providing land titles to property owners. Currently it 
costs between US$50 and US$200 to do a property 
search and register your land title with the Georgian 
government. Using blockchain technology the 
pilot project aims to reduce this registration cost to 
between five and ten cents. 3 

Technology neutrality is good for growth 

One of the wonders of a successful free market 
system is you don’t know which ideas are going 
to gain traction with consumers until after the 
fact. Blockchain is a very new technology and 
there is still great uncertainty about its future 
applications. Therefore, government policy should 
look to be benign rather than hostile, unless there is 
overwhelming evidence that the technology is going 
to be harmful to society. Consumers, taxpayers and 
citizens should always be wary of pronouncements 
extolling the laudable intentions of new regulations. 
Often there is a sting in the tail. 

An even better response would be for 
governments to start reviewing their regulatory 
frameworks to take advantage of the efficiency gains 
blockchain could unleash. The agility to do this 
and get ahead of the pack may well favour smaller 
countries like Estonia and city-states like Singapore, 
both of which have incorporated blockchain into 
a digital and e-government investment strategy. 
Meanwhile, sub-national jurisdictions such as Zug 
in Switzerland are trying to create special crypto- 
economic zones whilst Illinois in the United States 
sees opportunities to remake government. 4 


In the case of cryptocurrencies, public officials 
are right to caution investors about the dangers 
of a financial bubble in this sector. But measures 
to restrict or ban cryptocurrencies will lead to the 
ruin of many investors whom governments purport 
to want to protect. And they will also damage 
the possibility of a potentially transformational 
technology fulfilling its promise. 


An even better response would be for 
governments to start reviewing their 
regulatory frameworks to take advantage 
of the efficiency gains blockchain 
could unleash. 
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SPECIAL FEATURE: NEW REALISM ON CHINA 


NOW OR NEVER 
FOR THE CHINESE ECONOMY 

Unless China begins to return to the pro-market reform path now, 
economic stagnation is all but guaranteed, argues Derek Scissors 


T he economic performance of the People s 
Republic of China (PRC) has been 
deteriorating for most of the past nine 
years and now stands as unsustainable. 
Only pro-market reforms can reverse this course and 
pave the way for another 15 years of healthy and 
comparatively rapid development. While this is not 
the last chance for the PRC, it is the best chance to 
return to pro-market reform for at least a decade, 
after which it will be nearly impossible for China to 
become rich for another generation. 

Behind these observations is the idea that we 
know quite well what makes countries wealthy. 
The worlds wealthy countries assign clear private 
property rights and generally encourage competition. 
Although the PRC is far from wealthy, its period of 
pro-market reforms reinforces this idea. The 1978 
foundational set of reforms granted initial property 
rights to farmers, allowing them to produce for other 
customers after satisfying obligations to the state. 
The post-Tiananmen return to reform primarily 
took the form of allowing, for the first time, a large 
number of select state-owned enterprises (SOEs) to 
fail, thus expanding the scope for competition. 

The result was the greatest eradication of poverty 
in history and, given the size of the population, 
an extremely large economy. This accomplishment 
should not be minimised. Still, it is obviously 
incomplete—official statistics show disposable 
income below US$4,000 annually. And no later than 
2008, the PRC stopped moving forward on a net basis 
in terms of competition and individual economic 
rights. For nearly a decade, the dominant economic 


feature has been rising debt, not productivity gains. 
An increasingly important development going 
forward will be the shrinking number of workers 
and more aged dependents. Between debt and 
aging, time is running out to return to the path of 
becoming wealthy. 


Relevant history 

For 25 years, pro-market reform was uneven by sector 
but persistent. Coming off the Cultural Revolution 
and being dirt-poor in 1977, China was admitted to 
the World Trade Organisation (WTO) at the end of 
2001 because a WTO without China had become 
difficult to contemplate. 'Miracle' is overused, but it 
might well apply. 

It is also old news. Policy errors did not begin with 
capital flight in 2015 or with the Global Financial 
Crisis (GFC) in 2008. They began 
in 2003, when the new government 
under Communist Party General 
Secretary Hu Jintao decided the 
core of the economy must remain 
state-owned banks lending to 
SOEs, so these firms could continue 
to serve Party interests, employing 



Derek Scissors is a resident scholar at the American 
Enterprise Institute (AEI). This is an edited version of 
his December 2017 AEI Report Now or Never for the 
Chinese Economy. A fully referenced copy is available 
at http://www.aei.org/publication/now-or-never-for-the- 
chinese-economy/ 
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Figure 1: Increments in GDP and Fixed Asset Investment, 2000-15 

8 



2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
■ Increments in Fixed Assets Investment ■ Increments in GDP 

Sources: National Bureau of Statistics of China, China Statistical Yearbook, 2001 -17. 


large numbers of people through rapid investment. 
The pace of investment in fixed assets jumped from 
12% in 2001 past 26% in 2003, initially more than 
four-fifths by state-controlled enterprises and still 
overwhelmingly financed by state financial entities. 
This continued for a decade, with fixed investment 
increasing more than twice as fast as nominal gross 
domestic product (GDP). 

It seemed to work. Chinese companies borrowed, 
invested, produced and exported. But developing 
under the glitter was not the greater productivity 
that previously arose from pro-market reform but 
increasing dependence on domestic credit and 
foreign consumption. The 2008 GFC therefore 
came as a double blow. First, foreign demand 
plummeted, forcing the PRC to turn elsewhere for 
growth. Then, Beijing responded by conducting 
arguably the biggest stimulus in history through 
bank loans. 

Credit grew 32% in 2009 alone, with the 
economy slowing sharply, and then more was piled 
on. Outstanding loans quadrupled in less than nine 
years from RMB 28.6 trillion in the middle of 2008 
to RMB 114.6 trillion by the middle of 2017. The 
increment is nearly twice the annualised increment 
to nominal GDP over the same period. And this 


understates the increase, since non-bank 'shadow’ 
finance is excluded. Data on shadow finance 
are exceptionally unreliable, but the data show 
financing tools that essentially did not exist before 
the second half of 2007 exceeded RMB 4 trillion 
annually from 2009 on, adding roughly RMB 45 
trillion for the period. 

Already facing the quickest transition to an 
aging society in history, China rapidly became 
highly indebted. When Xi Jinping replaced Hu as 
Communist Party general secretary, the need for 
greater efficiency was urgent. In 2013, the Party 
offered a platform of what many said was profound 
reform, supposedly giving the market a 'decisive 
role’. The platform was flawed at the outset. The 
clearest example concerns competition. The 2013 
manifesto went exactly the wrong way, calling 
for private investment to cooperate with state 
sector efforts rather than permitting more private 
competition with SOEs. 

Present weakness 

Discussion of the PRC’s contemporary performance 
has always been muddled by unreliable official 
statistics that are least reliable when the economy 
is most strained, per the Party's obsession with 
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stability. The discussion is now further muddled 
by cries of pending collapse from those who treat 
Chinese financial institutions as commercial 
entities that can fail due to insolvency. In fact, 
Chinese financials are political tools and cannot 
fail on commercial terms. Cutting through the 
confusion, China is neither thriving nor collapsing; 
it is stagnating. 

GDP is a poor measure of economic success. 
An entirely debt-financed property with no tenants 
adds to GDP when constructed. So does tearing it 
down two years later. GDP has little connection to 
well-being: In 2016, Chinas official GDP per capita 
was 125% higher than its official disposable income 
per capita. The first is an accounting artifact; the 
second is money people can actually use. And 
Chinas conspicuously smooth GDP is a worse 
measure than GDP in more open societies. 

But official Chinese GDP is prominently 
discussed, so it is worth noting that growth has 
fallen from 14.2% in 2007 to 6.7% in 2016. This 
trajectory alone should make 2025 GDP growth 
of less than 4% plausible. The standard remark is 
the PRC is naturally slowing as it gets richer. The 
problem is it remains far from rich: Disposable 
income is roughly one-eleventh of that of the US. 
It is too early in the development process for China 
to be decelerating so sharply. This is the optimistic 
view. 


Wealth is a better measure of prosperity than 
GDP, and Credit Suisse has compiled a net private 
wealth series that includes China since 2000. From 
2000 to 2007, the PRC’s net private wealth soared 
225%. There was a steep drop and recovery in 
2008-2010. From the end of 2010 to the middle of 
2017, the gain was only 75%. The magnitude of the 
increase was US$10.5 trillion for 2000-07, then 
US$12.5 trillion on a much larger base from 2010 
to the first half of 2017. Over the latter period, US 
net private wealth rose US$37 trillion. The Chinese 
economic miracle is over. 

Debt. Private wealth is only part of the story. 
While PRC public sector assets are enormous, 
their performance does not appear impressive. The 
problem is fast-rising debt, with national debt 
concentrated in the corporate sector and, within the 
corporate sector, in SOEs. Better performance from 
SOEs would make the debt problem considerably 
more manageable, but there is no sign of that better 
performance or the reforms to enable it (see the 
next section). 

The broadest possible measurement of leveraging 
is money supply, and Chinese money supply has 
moved into the stratosphere. From mid-2007 to 
mid-2017, Chinese GDP rose a hefty US$8 trillion 
on an annualised basis. Broad money M2 rose 
US$19 trillion. The ratio of M2/GDP is 0.7:1 in 


Figure 2: Percentage Change in China's Wealth vs. GDP 
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Figure 3: China and United States M2,1999-2016 
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Sources: Federal Reserve Bank of St. Louis, "M2 for China (MYAGM2CNM189N)," https://fred.stlouisfed.org/series/ MYAGM2CNM189N; 
and Federal Reserve Bank of St. Louis, "M2 Money Stock (M2)," https://fred.stlouisfed.org/series/M2. 


Figure 4: China's Average Government, Consumer, and Corporate Debt, 1996-2017 
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the US; after the surge, it is 2.2:1 in China. Using 
wealth would make the ratios look far worse. Nor 
are Chinas vast savings sufficient any longer. Total 
credit now exceeds deposits, with the ratio of credit 
to deposits also rising sharply. Growth since 2009 
has relied on flooding the economy with money. 

Not all of it turns into debt, but the debt pattern 
is similar. Data from the Bank of International 
Settlements (BIS) indicate China saw total 
nonfinancial credit rise by 75 percentage points 


of GDP over 15 years (1997-2011). It then rose 
another 75 percentage points over the next five 
(2012-16). At 257% of GDP, the ratio is only 
slightly above the US ratio. However, the American 
figure remained essentially unchanged in the recent 
five years while Chinas rose its 75 points. 

More specifically, according to the BIS, roughly 
two-thirds of both the historical credit/GDP ratio 
and the frenzied increase since 2011 is due to 
corporations. The corporate ratio has levelled off 
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in the past few quarters but is already more than 
twice as high as US corporate leverage, putting 
China in uncharted and unpleasant territory for a 
large economy in this respect. (American consumer 
leverage, especially, remains higher.) 

The Chinese government acknowledges SOEs 
account for 60% of corporate debt. (Moodys puts 
it closer to 70%.) It brags that the private sector 
generates 80% of new jobs. Thus, according 
to Beijing’s own hype, SOE debt constitutes a 
spectacular misallocation of capital. If SOEs had 
borrowed from 2012 to 2016 at a pace fitting 
job creation claims, they would have been denied 
more than US$2 trillion in loans already, and debt 
projections would look far better. It bears restating 
that China is nowhere close to rich—it cannot afford 
to toss away US$450 billion annually on loans 
to unproductive firms. There is, understandably, 
much talk about overcapacity. But overcapacity 
is the symptom; unwillingness to curb corporate 
borrowing is the disease. 

When a country has borrowed and spent a great 
deal recently, the return on yet more spending is 
low because good projects are harder to find. This is 
the main reason Chinese growth has slowed. When 
a country’s debt is large, a good deal of capital is tied 
up in servicing it. This is the main reason Chinese 
growth will slow further. There are two other 
notable reasons. 


More growth constraints 

First, China is tightly resource constrained. It is 
dependent on energy imports and, while oil prices 
are currently tolerable, thus subject to supply 
volatility over time that has been shown to be 
harmful for growth. The PRC is also intensely 
dependent on imported metals, which will likely 
have a similar, if smaller, effect. A third major area 
of import dependence is food. The latter certainly 
does not trace to Beijing’s love of food imports but 
rather to water scarcity. The World Bank estimates 
Chinese freshwater per capita at about one-third 
the global average, where water availability is 
statistically associated with national wealth. 

The second reason is well-known: China is 
not yet old but is aging rapidly. The ratio of older 
dependents to the working-age population has 
doubled in the past 40 years and is accelerating. The 
acceleration stems from an under-15 population and 
a birth rate that are barely half of what they were 35 
years ago. For now, the PRC still has a moderately 
growth-positive demographic profile. But the same 
people that powered a generation of world-beating 
economic gains will not only leave the workforce; 
they will need support from a progressively smaller 
number of replacement workers. 

The good news is fears of mass unemployment are 
a thing of the past, and the appearance of a labour 
shortage means wages will continue to rise. The 


Figure 5: Median Age for China, Japan, India, and the US, 1950-2040 
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bad news is the drop of at least 3 percentage points 
in potential growth due to demographics alone, 
compared with the period of rapid demographic 
expansion. This fall is from a very high base, but it 
will only intensify. 

At least as important, there are broader human 
capital limitations, particularly education in rural 
areas. These enable a sharper prediction than just 
declining growth: Per capita GDP growth (in an 
environment of shrinking population) could be 
capped at 3% annually for the next generation. And 
such calculations do not incorporate the diversion 
of financial capital to wasted projects and debt 
repayment. If the PRC does not change course, 
financial diversion away from productive uses will 
lower growth still further. 

For GDP, that would put China in the 
American growth range, although Beijing would 
report nothing of the sort. Depending on how the 
remaining deceleration unfolds, the PRC might not 
ever surpass the US in GDP or might surpass and 
then be overtaken by the US. China would remain 
tens of trillions of dollars behind in aggregate 
wealth indefinitely. More important for Chinese 
prosperity, hundreds of millions of people would 
remain essentially poor. 

While comparing an all-America price level, for 
instance, with an all-China price level is a herculean 
task, the buying power of a dollar in the US is 
generally lower than a dollar-equivalent in China. 
Even granting that, at a 2.5% annual growth rate for 
income, ordinary Chinese will have little additional 
buying power in 20 years. At the 7.5% growth rate 
reported in the first three quarters of 2017, a pace 
that is essentially impossible to maintain, the PRC 
in 2037 will still trail the US of today. This wildly 
optimistic 2037 income level for the PRC only 
matches 1990 for the US, although buying power 
may be higher than that. 

Policy reforms 

Debates over past performance aside, that China 
needs another generation of roaring success should 
therefore not be controversial. To get close to 
7.5% disposable income growth over two decades 
requires income to well outpace GDP. That 
implies a shift to supporting individuals away from 
supporting firms with subsidies at the expense of 


individuals. Shrinking the state, as the Party chose 
in agriculture in 1978 and urban commerce in 
1993, could accomplish this. In contrast, status quo 
ambivalence to private property rights and hostility 
to market competition will not. The policies that 
slowly brought China from a miracle economy in 
2003 to indebted, older and still far from rich in 
2017 cannot sustain growth. 

In addition to pro-market reform and continued 
quasi-statism, a third policy path partly reverses 
financial excess through deleveraging. The three 
options contrast in how they treat land, finance, 
the corporate sector and innovation. It should 
be stressed that long-term development depends 
considerably on improved rural education, but 
that could and should be pursued under any set of 
policies. 

The policies that slowly brought China 
from a miracle economy in 2003 to 
indebted, older and still far from rich 
in 2017 cannot sustain growth. 

Land. Land ownership receives relatively little 
attention now, but limited rural land rights 
launched the reform era, and the right to own 
urban property has transformed the economy over 
the past 20 years. The Party is aware that rural land 
rights are weak but refuses to grant full ownership 
due to ideology and fear of instability. Instead, it 
has tried to finesse the issue with rights to transfer, 
bequest and so on. Despite rumours, there has been 
no preparation for full ownership, and the partial 
steps have yielded few results. Even with central and 
local governments fervently attempting to boost 
rural disposable income through other means, it 
will only reach US$2,000 this year. The 600 million 
rural Chinese are not middle income; they are poor. 

In stark contrast, all rich countries have private 
ownership of rural land. It is ownership of their 
most valuable asset that allows rural citizens to 
become wealthy—China is leaving transformative 
gains on the table: (1) With private ownership, 
agricultural productivity would rise, as it always 
does when farmers have more rights; (2) this should 
free farmers for other work, easing coming labour 
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shortages; (3) land allocation would improve as 
farmers only sell for competitive offers; and (4) 
all this means higher rural income, which would 
boost consumption as Beijing claims it wants. It 
should also reduce income equality, and education 
inequality could follow over time. True land reform 
alone would sharply change Chinas development 
trajectory, if the Party had the nerve. 

Finance. With regard to finance, the PRC is so 
overloaded with liquidity that deleveraging is more 
important than pro-market reform in the short 
run. Without deleveraging, still more money stock 
sloshes around, there is more borrowing, more 
asset bubbles, and more financial instruments are 
created when old ones are curbed. But the crisis 
many observers expect remains highly unlikely. 
Arguments for a crisis assume market-based forcing 
mechanisms that do not exist. To put it simply, 
most Chinese banks are not banks; they are arms of 
the state. They cannot fail. 

The pathway to corporate reform is simple: 
fewer sectors deemed 'strategic 7 and hence 
fewer protected from competition. 

Continuation of the status quo is therefore 
more an indirect than direct restraint on growth. 
Japan has run up seemingly impossible levels of 
debt in the past 23 years with no crisis, but also 
little growth because the return on capital is so 
low in the home market and because the labour 
contribution to growth is negative. As Chinese debt 
and demographic positions turn more Japanese, the 
PRC’s growth profile will as well. 

Reform alone is a risky bet to fix this problem. 
The PRC is permitting private actors to erode the 
financial role of the state but very gradually, with 
the private share of assets currently still trivial. 
Moreover, with wildly loose monetary conditions, 
privatising some state banking assets would likely 
lead to harmful behaviour by new, inexperienced 
private actors. 

Monetary excess also constrains the value of a 
new opening to foreign players. At the macro level, 
there is no prospect of drawing enough funds to 


make even a small dent in the debt profile over 
the next few years. What needs to happen first is a 
draining of the system so that less money is wasted, 
and China can at least potentially return to high 
capital yields, as seen through the mid-2000s. 
This, in turn, would mean less need for labour 
contributions to growth. Leveraging has been 
clearly slower at points in 2017; this will need to 
be consistent and sustained for at least three more 
years (less if outright deleveraging is permitted). The 
ensuing step, circa 2021 or so, would be the market 
reform element, allowing profit-seeking entities to 
direct more capital. 

One option is to break the financial system in 
two: one component behaving as nearly all the 
financial system does now, where the primary 
responsibility is to fulfill state objectives, and the 
second genuinely shielded from Party interference 
and fully inclusive of foreign capital. Of course, the 
second component cannot merely comprise 8-9% 
of total assets. Deleveraging will be economically 
painful but can be managed without causing 
financial or political instability. Market reform 
would be harder because it ultimately denies the 
Party use of a large amount of financial assets. It 
therefore seems improbable. 

SOEs. If pro-market financial reform is 
unacceptable, another option is to improve the 
corporate sector. The immediate parallel to a 
financial sector split into tightly state-controlled and 
truly independent is a corporate split, but here the 
process has advanced farther. There is an extensive 
debate over what constitutes private’ in the PRC, 
where some foreign observers effectively categorize 
listed subsidiaries of state-owned parent enterprises 
as private. Regardless, there is a substantial (genuine) 
domestic private sector, accounting for 32% of 
fixed investment in 2016 and outperforming that in 
output and profits. 

In addition to deleveraging, allowing the private 
sector to expand would ease financial pressure 
and improve the return on capital. Private entities 
already have more than three times the market share 
on the corporate side as they do in finance, for the 
obvious reason that the Party considers many sectors 
less crucial than finance. The pathway to corporate 
reform is simple: fewer sectors deemed ‘strategic’ 
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and hence fewer protected from competition. 
Major sectors where private firms could be allowed 
to outcompete SOEs include the grossly oversized 
steel industry machinery and aviation services 
outside aerospace. 

This would be vital reform, capable of boosting 
growth in liberalised sectors and thus driving 
national growth higher. It is quite conceivable, but 
it is not the current policy direction. Rather than 
shrink the state footprint, Beijing has engaged in a 
campaign to create even larger SOEs. This is being 
done both to improve accountability of firms to the 
Party and in line with the old national champions’ 
idea, where SOEs are sheltered in the large home 
market and have guaranteed revenues and economies 
of scale to be used in global competition. 

The consolidation list is extensive: metals, 
power, shipping, steel and so on. The Party calls 
it reform, but it is anti-market. Not only does it 
lead directly to fewer firms, but the private sector is 
encouraged’ to take minority stakes in SOEs (read: 
bailouts), promoting collusion. Financial analysts 
often praise the mergers because they are good for 
share prices, but this is hardly the same as good 
for the economy. Mergers are supplemented by re¬ 
emphasis on the requirement of a Communist Party 
secretary at every large enterprise, including private 
entities and multinationals. No firms or major 
subsidiaries owned by the central government have 
been privatised. 

Innovation. The intense regulatory and financial 
support given to SOEs and their nonetheless uneven 
profitability make clear the state model works poorly 
at the level of individual firms. However, there is 
still an ongoing debate over whether subsidies plus 
the large, shielded home market create a positive 
environment for innovation. The Party understands 
correctly that debt and demographic challenges 
make innovation increasingly important for 
economic success. 

China can manifestly acquire and successfully 
modify innovations developed elsewhere on a broad 
scale. The acquisition will continue through both 
overseas investment and cybertheft. However, as 
countries climb the technology ladder, what is foreign 
is no longer always innovative and homegrown 
efforts must improve. The PRC’s approach is top- 


down, aimed at specific projects and technology 
the central government identifies as vital. It sharply 
contrasts with the idea that competition and secure 
private property rights spur sustained, economy¬ 
wide innovation, and governments cannot 
anticipate breakthrough sectors. 

Resolving disputes over which model is superior 
may be impossible, but China certainly suffers 
because SOEs are not in themselves innovative. 

This is no surprise—they do not fail for commercial 
reasons and in some cases cannot lose market 
share. They have little incentive to innovate. The 
importance of this failing is demonstrated most 
clearly in shale, where US production is dominated 
by (initially) small independent exploration firms 
not permitted in the PRC. Even with the American 
example to copy and its own grand ambitions, shale 
output by the huge Chinese energy SOEs continues 
to be minor. Broader comparisons of SOEs to 
American peers are also unflattering. 

If this year does not see the first steps in a 
genuinely pro-market reform program, it will be 
all but impossible for China to become 
rich for at least the next 30 years. 


The future is now 

Policy must shift toward competition and secure 
private property rights. If this year does not see 
the first steps in a genuinely pro-market reform 
program, it will be all but impossible for China to 
become rich for at least the next 30 years. 

The timeline is as follows. A Xi Jinping regime 
that refuses reform or rolls back the market writes 
off the next five years. The 2022 Communist Party 
Congress will be dominated by the extent to which 
Xi remains in power, in particular how many of 
his supporters populate the Political Bureau and 
Standing Committee. At that point, barring reform, 
Xi will have established himself as a statist, and a 
sharp turn toward the market can only be seen as 
repudiating him, with all that entails. If Xi does not 
act now that he has plainly consolidated authority, 
strong pro-market reform is plausible only when he 
is a far less important political factor. 
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Figure 6. The Middle-Income Trap: Adjusted Net National Income per Capita 

25.000 



Source: World Bank, "Adjusted Net International Income per Capita (Current US$)," https://data.worldbank.org/indicator/ NY.ADJ.NNTY.PC.CD. 


When will this be? 2027? Even later? By then the 
PRC’s median age will be considerably higher than 
the US and still rising quickly. Further, if extensive 
deleveraging has not occurred, the debt situation 
will be as bad as the demographics or worse with 
respect to harming growth. Japan already easily 
qualified as a rich country when it stagnated in the 
1990s; China will not. 

Japan already easily qualified as a rich 
country when it stagnated in the 
1990s; China will not. 

China failing to become rich also fits the historical 
record. In the postwar era, the largest country 
to become rich for the first time is South Korea, 
whose population recently breached 50 million. It 
is almost unimaginable that the PRC as a whole 
could become rich. To see even parts of the country 
become rich, the combination of low income and 
comparatively rapid aging—long anticipated by the 
central government—means the PRC cannot first 
afford to spend eight years incurring more than 
US$20 trillion in debt and now continue to funnel 
resources into inefficient SOEs. This is an enormous 
challenge, and China has been shooting itself in 
the foot. 


Again, the opposite of success is not collapse. 
The gargantuan stock of money translates to years 
of more yield-chasing, bond defaults and the like 
but no systemic financial threat. Property busts 
are an inevitable result of a lack of investment 
options and have occurred many times before. 
A few developers falter, but this cannot trigger a 
wave of failures because the financial obligations of 
both borrowers and lenders are secondary to their 
political obligations. The human capital effect is 
similar: Young people without jobs breed crisis, 
but not enough productive workers to support the 
elderly merely breed relative decline. 

Nor is the process of Chinese stagnation 
devastating to the global economy. The more than 
one billion people in the PRC will continue to buy 
what Beijing allows them to buy; their income 
growth will just be at the global average or below. 
Certain sectors—such as those tending to cleaner 
ecology, distressed debt or consumption by the 
elderly—will boom. The idea that China drives 
the rest of the world’s growth is nonsense: Raising 
average global GDP growth is not a contribution, 
especially with a trade surplus that subtracts from 
everyone else’s GDP. In a decade, the world will 
face the same problem it does now: how to sustain 
growth without debt or prohibitive inequality, 
while China continues to divert resources to its 
state sector. 
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BETWEEN DECLARATIONS 
AND DREAMS 

CHINA, US FOREIGN POLICY 
AND SOUTHEAST ASIA 

Xi Jinping's ‘China Dream' of regional if not eventual Eurasian hegemony 
converges in Southeast Asia, argues David Martin Jones 


T he ruins of the 16th century St Pauls 
Church sit atop a hill above Malacca, the 
Malaysian port city and an increasingly 
popular world heritage destination. At 
Christmas, tour parties from mainland China— 
in pursuit of, as one tour operator announces, 
a new aristocratic demeanour—swarm up the 
hillside taking selfies besides the mute gravestones 
of 17th century Dutch and English merchants. 
Local Muslim families allow their children to 
clamber over the statue of St Francis Xavier, the 
Jesuit missionary who first brought Christianity 
to Southeast Asia. Merchants hustle cold drinks, 
cheap batik prints and fake watches from stalls 
around the ruined church. From a corner of what 
remains of the nave a local singer belts out the 
chorus to the 4 Non Blondes 1992 hit‘What’s Up?’. 

Well might he ask. Cultural dissonance is 
everywhere on display in Malacca. The site of 
a mythic Malay sultanate before its successive 
occupation by the Portuguese in 1511, the 
Dutch in 1641, and the British from 1819 until 
independence in 1957, the city is a fusion of Malay, 
Chinese and European influences that make up its 
unique Peranakan culture. 

Malacca (Melaka) historically functioned as an 
entrepot for Asian trade, the source of its initial 
attraction to Portuguese and Dutch merchant 
adventurers. It also interested Ming dynasty China. 
The Yongle emperor commissioned seven tributary 
missions under the command of the eunuch 
Admiral Zheng He to the South China Sea and 
beyond between 1405-1430. All these expeditions 


stopped at Malacca en route to the Indian Ocean 
and the East coast of Africa. 

Today it is not only Chinese tourists who descend 
on Malacca. Xi Jinping envisages Malaysia as a key 
link in the Belt and Road (BRI) initiative and ‘string 
of pearls’ (Chinese-built ports) stretching from the 
Bay of Bengal through the Straits of Malacca to 
Hong Kong and beyond. The BRI can thus be seen 
the outward and visible sign of the ‘China Dream’ 
to restore China to its historic pre-colonial role as 
the Central Kingdom. 

Chinapower funds the US$7.2 billion Melaka 
Gateway project constructing a deep-sea port and an 
entertainment hub. Chinese investment also funds 
the Carey Island port city development further up 
the Straits as well as an East Coast rail link ultimately 
intended to connect Malaysia via Laos and Thailand 
to southern China. China is now Malaysia’s major 
source of Foreign Direct Investment (FDI) and 
largest trading partner. 

Given that the Straits of 
Malacca constitute a major choke 
point for world shipping, the 
symbolic and strategic impact of 
the investment has set off alarm 
bells in Singapore already at odds 
with the PRC over its support 


David Martin Jones is an honorary reader in the School 
of Political Science and International Studies at the 
University of Queensland and visiting professor in the War 
Studies Department at King’s College, London. 
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for the Hague tribunals 2016 ruling condemning 
Chinas island reclamation activity in the South 
China Sea. By contrast, Malaysia ignored the ruling 
in exchange for Chinese investment. 

Xi Jinping’s economic and strategic ambition 
does not stop in Southeast Asia. It extends across 
the Eurasian continent. Symbolising the growing 
Chinese economic and financial reach, in January 
2017 a freight train from the eastern Chinese city 
of Yiwu pulled into the container depot in Barking, 
London. The 12,000 km journey along the so- 
called New Eurasian Land Bridge took 18 days— 
half the time it takes to ship containers by sea via 
the Suez Canal. The UK already perceives its post- 
Brexit future as a global commercial and financial 
hub linked to Beijing as much as the US. 


Less well advertised is Chinas growing influence 
and investment in Central and Eastern Europe 
(CEE). Since 2012 China has established a T6+1’ 
mechanism, where Chinese government officials 
meet with leaders from 16 CEE and Balkan 
countries. 1 A Chinese state-owned enterprise is now 
building a high-speed rail link between Belgrade and 
Budapest. President Orban’s increasingly illiberal 
government—which, like his fellow Visigrad group 
members, is exasperated by European Union dictats 
on immigration—sees Hungary’s future as a middle 
European gateway to Chinese investment. 

Elsewhere in the disintegrating Eurozone the 
China Ocean Shipping Company has acquired 
51 % of the Piraeus Port Authority in Athens, with 
the Belgrade-Budapest rail line envisaged as the first 


China aims to build a global infrastructure network 

"Belt and Road" infrastructure projects, planned and completed (March 2017) 
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Source: Mercator Institute for China Studies (2017), https://www.merics.org/en/china-mapping/silk-road-initiative 

/Vote:The Asian Infrastructure Investment Bank (AIIB), a new multilateral bank established by China and headquartered in Beijing, aims to address 'the daunting infrastructure 
needs across Asia and beyond'. Unlike the Japan-initiated Asian Development Bank and the US-led World Bank, it has no overarching mission to reduce poverty. The AIIB's 
approved membership (including prospective members) has risen from 57 at its formal launch in January 2016 to 84 as of December 2017. Conspicuous by their absence are 
Japan and the United States. For a list of all AIIB members, see https://www.aiib.org/en/about-aiib/governance/members-of-bank/index.html 


44 POLICY • Vol. 34 No. 1 • Autumn 2018 









DAVID MARTIN JONES 


stage in a transport corridor that would eventually 
convey sea-borne trade from the Chinese-run 
Piraeus to the heart of Europe. 

The China dream is, then, more than a regional 
vision. It envisages Eurasian hegemony based 
on Chinas market heft and capital investment. 
European infrastructure projects follow a pattern 
road tested in Southeast Asia. Beijing incentivises 
Chinese state-owned enterprises and state-owned 
banks to fill gaps in EU financing and investment 
in south-eastern Europe in return for political 
support for Chinese positions on issues like human 
rights, Tibet or the South China Sea. 2 As the Trump 
administrations National Security Strategy (2017) 
contended, ‘China is gaining a strategic foothold 
in Europe’ through ‘predatory’ and ‘unfair trade 
practices and investing in key industries, sensitive 
technologies and infrastructure’. 3 

Meanwhile Trump’s antipathy to free trade 
agreements, graphically illustrated by the US 
withdrawal from Obama’s Trans Pacific Partnership 
(TPP) in November 2017, indicates not only 
growing US disenchantment with the liberal 
multilateral order it created after 1945, but also 
the emergence of a ‘contested world’ as the recent 
Australian foreign policy white paper observed. 4 

What then does a Trump national security 
strategy that ‘puts America first’ 5 and the growing 
threat posed by ‘revisionist powers that seek to create 
a world consistent with their authoritarian models’ 6 
mean not only for the future of Southeast Asia, 
but also for the Eurasian continent more generally 
and the struggle to dominate what the founder of 
geopolitics Sir Halford Mackinder in 1919 termed 
the ‘world island’ 7 ? 

The geopolitical foundations of the US 
international order 

Geopolitically, America and Australia are large 
islands off the larger landmass of Eurasia, a huge 
resource-rich area with some 70% of the world’s 
population. A great Eurasian heartland power, like 
China, could press simultaneously and by internal 
lines of communication upon all the peninsulas 
of the world island. 8 After the Cold War Henry 
Kissinger still thought that: ‘The domination by 
a single power of either of Eurasia’s two principal 
spheres—Europe or Asia—remains a good 


definition of strategic danger for America . . . For 
such a grouping would have the capacity to outstrip 
America’. 9 This is the threat that China’s dream now 
presents. 

US grand strategy during the Cold War—in 
which Australia played a significant role in the Asia 
Pacific—largely adhered to Kissinger’s twin anti¬ 
hegemony strategy in Europe and East Asia. The 
mode of implementation was forward deployment, 
with the US Navy and Air Force as the main 
instruments of that strategy allied to favourable 
access to the US market and US technology for 
those states in Eurasia that accepted the US strategic 
calculus. 

Forward deployment and the open market were 
the ante that let the US play in the regional politics 
of both sides of the Eurasian continent. The aim was 
to suppress regional security competitions so that 
potential hegemons could not exploit them. With 
the occasional exception, the strategy successfully 
contained and deterred the Soviet Union through 
to the end of the Cold War when the United States 
emerged triumphant as the world’s ‘paramount 
power’. But this era of unchallenged American 
supremacy is now coming to an end. 

The domination by a single power of either 
of Eurasia's two principal spheres—Europe 
or Asia—remains a good definition of 
strategic danger for America. 

Today, whether in Europe—where the refugee 
crisis, Brexit and the revolt of the European masses 
together with Russia’s Middle Eastern and Middle 
European ambitions exploits growing European 
disunion—or in Asia—where the emergence of 
global giants China and India at the same historical 
moment threatens regional stability—a noodle 
bowl of security competitions haunts Eurasia. The 
rise of revisionist powers poised to take advantage 
of an increasingly interconnected but by no means 
integrated world contests the post-Cold War liberal 
multilateral order. What does this mean for the 
balance of power in the Asia Pacific and particularly 
Southeast Asia where Australian interests are both 
deeply involved and increasingly conflicted? 10 
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Porous borders have eroded European unity and 
fragmented what the French poet diplomat Paul 
Valery termed the western appendix to Asia. It 
is, however, in East Asia where, as Hillary Clinton 
observed in outlining Obamas pivot’ in 2011, 
the future of [Eurasian] politics will be decided’. 11 
Echoing Clinton, in 2015 US Defence Secretary 
Ashton Carter observed that Asia ‘is the part of 
the world of greatest consequence to the American 
future, and no president can take his eye off of 
this’. 12 

But is this the Trump view, or more particularly 
the view of the more principled realist figures in his 
cabinet like Rex Tillerson, James Mattis and H.R. 
McMaster? This question assumes more pertinence 
given President Trump’s America first’ approach 
to trade and foreign policy objectives. 13 Has the 
Trump presidency unhinged not only the Obama 
pivot, but also the post-Cold War assumptions 
of US foreign policy in Asia? Given Trump’s 
unpredictability and suspicion of multilateralism 
and liberal international institutions like the United 
Nations and the World Trade Organisation, will an 
increasingly assertive China now fill the apparent 
US leadership vacuum? 

What Nixon's 'strategic gamble 7 recognised 
was the centrality of the nation-state to 
regional and international order. 

There is not only China and how it might 
cooperate, conflict or co-evolve with the US, but 
also new or newly empowered players in India and 
Japan whose national interests do not necessarily 
coincide with the US. How will middle powers like 
Indonesia, South Korea and Australia adjust to this 
fluid strategic environment? More particularly how 
will the competing economic and security demands 
of this complex environment affect the fragile 
states of Southeast Asia and their mission to build 
regional good citizenship on an ASEAN culture of 
cooperation, consensus and non-confrontation? 

Pivot or pirouette? 

After 1945, the United States determined the 
regional order in the Asia Pacific. The San Francisco 
Conference (1951) and the alliances that emanated 


from it, linking Japan, South Korea, Thailand, the 
Philippines, Australia and New Zealand to the 
Washington hub, anchored that order. Unlike the 
North Atlantic system, it sustained no multilateral 
security organisation. Its Asian equivalent, SEATO 
(1954-77) disintegrated in the wake of Richard 
Nixon’s 1972 rapprochement with China and the 
end of the Vietnam War. 

What Nixon’s ‘strategic gamble’ recognised, 
however, and the infant Association of Southeast 
Asian Nations (ASEAN)—formed in 1967— 
inscribed in its Treaty of Amity and Cooperation 
(1976) was the centrality of the nation-state to 
regional and international order. All signatories to 
the Treaty recognised ‘non-interference in the affairs 
of member states’ as the basis for any cooperation. 

Indeed, the new postcolonial states of 
Southeast Asia emerged during the Cold War as 
the Westphalian system’s most significant legatees, 
imbibing the necessity of reason of state more 
completely than in Europe where it first put in an 
appearance. As Henry Kissinger again observed, 
in Asia often ‘historically antagonistic peoples’ 
organised themselves as sovereign states and their 
states in regional groupings. 14 Commenting on 
this feature of foreign relations in 1970, Singapore 
Foreign Minister S. Rajaratnam averred that any 
regional institution had ‘to reconcile the theory 
of regionalism with the practice of nationalism’. 15 
Asian regionalism, unlike Europe’s, assumes the 
nation-state order. 

The contested Indo-Pacific order 

It is this order that the rise of China and the 
emergence of India has shaken. Even as inter-Asian 
trade and investment increased exponentially after 
the Asian Financial Crisis (1997), the pursuit of 
national interests and secure borders remains an 
enduring concern. China’s current assertiveness 
in the South China and East China Seas, and the 
ambiguous response it evokes, has exacerbated these 
regional verities. 

Japan has responded to China’s increasing 
assertiveness in the East China Sea by seeking to 
normalise its constitution, permitting its self- 
defence force to ‘assist foreign countries in close 
relationship with Japan’ and intensifying its alliance 
ties with the United States—even sustaining 
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Obamas Trans Pacific Partnership (TPP) despite 
Trumps decision to leave it. 16 Japanese Prime 
Minister Shinzo Abe also promotes investment 
in Southeast Asia, maritime links with Vietnam 
and the Philippines, and economic and security 
dialogue with Australia and India. Closer to home, 
Japan holds trilateral summits with South Korea 
and the United States that affirm a shared interest 
in democracy and a peaceful solution to the North 
Korean nuclear threat. 

South Korea, meanwhile, distrusts both Japan 
and China, but holds irregular summits with them 
both. 17 These began in 2008, ceased in 2012, and 
resumed briefly in 2015 until the US deployed its 
THAAD anti-ballistic defence system along the 
South Korean border in 2016 in response to the 
growing North Korean nuclear threat. Subsequently, 
Chinese sanctions damaged the South Korean 
economy. President Moon Jae-in’s attempt to 
resolve the dispute in December 2017 resulted only 
in ritual humiliation during a brief diplomatic visit 
to Beijing. 

Moreover, as the joint Korean participation in 
the Seoul Winter Olympics demonstrates, South 
Korea considers its relationship with its northern 
counterpart 'special’ and different from that of either 
China, Japan or the US. Elsewhere in Northeast 
Asia, the 2016 election of an independence- 
minded president of Taiwan, Tsai Ing-wen, further 
exacerbated tensions with the mainland over the 
'one China principle’ that Nixon’s 1972 gamble 
somewhat impulsively acknowledged. 

South Korea, like Japan and China, also seeks 
to leverage influence beyond its backyard. South 
Korea, 'a shrimp among whales’, wants to build 
an unlikely middle power grouping within the 
G20 comprising Mexico, Indonesia, Turkey and 
Australia (MIKTA). Japan, by contrast, conducts 
mini-lateral dialogues with Australia, India and 
the US. China’s assertiveness has driven India and 
Japan closer. 18 Since 2011, building a strategic 
alliance with its fellow Asian democracy has become 
a cornerstone of Japan’s expanded defence strategy. 
It coincides with India’s growing apprehension over 
China’s naval incursions into the Indian Ocean 
and its burgeoning security and economic ties with 
Pakistan, India’s traditional foe, and Sri Lanka. 
Meanwhile, in 2016, a half century after their 


border war (1962) Indian 'talks’ with China entered 
their 18th round with no sign of a resolution. 

China, in other words, has pushed non-aligned 
India into the Western sphere. In the process it has 
extended the geographical and maritime scope of 
competition westward into South Asia, extending 
the regional contest into the Indo Pacific. The 
Pacific and Indian Oceans carry the bulk of the 
world’s trade and the Malacca Straits, where China 
has a growing presence, link the two oceans. It 
is in Southeast Asia that the hopes and fears of 
China’s dream of regional if not eventual Eurasian 
hegemony converge. 

China has pushed non-aligned India into 
the Western sphere. 

In 2007, the PRC denounced quadrilateral 
military exercises proposed by India, the US, 
Australia and Japan as a putative 'Asian NATO’. As 
China extended its presence in the Indian Ocean 
and South China Sea, and its political influence 
in Naypidaw and Lahore, India, Japan and the US 
began a trilateral dialogue in 2011. By 2017 this 
had evolved into a Quadrilateral dialogue involving 
Australia as well. India’s entry into an extended US 
alliance system as 'a major defence partner’ that 
links Washington, Tokyo and Canberra with New 
Delhi represents one enduring legacy of China’s rise 
and the Obama pivot. 19 

At the same time as India embarked on its slow 
passage to Washington, it also looked East for 
economic growth. Since 2002, India has prioritised 
ties with Southeast Asia and in 2009 concluded an 
FTA with ASEAN, investing more in Southeast 
Asia than it does in China. 

Meanwhile Japan, China and South Korea have 
each signed FTAs with ASEAN and belong to the 
ASEAN plus 3 grouping that mutated into the 
East Asian summit after 2005. The ASEAN-led 
but China-backed Regional Economic Partnership 
(RCEP) brings under one umbrella these various 
bi- and tri-lateral trade deals, although the recently 
revived Japan-driven TPP (minus the US) competes 
with this initiative. 

An integrated ASEAN Economic Community 
would have a population of 600 million and a 
combined GDP that would make it the seventh 
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largest economy on the planet. However, the states 
that form ASEAN vary greatly in regime type and 
level of economic and social development. Since the 
1970s the US has nonetheless emphasised ASEAN’s 
importance, whilst Trump’s National Security 
Strategy considers it the centrepiece of the Indo- 
Pacific regional security architecture’. 20 But does 
ASEAN actually 'develop shared solutions to shared 
challenges . . . ensuring that collective multilateral 
operations are the norm rather than the exception’ 21 
in the region, as US Defence Secretary Chuck Hegel 
averred in June 2014 at the aptly-named Shangri-La 
security dialogue in Singapore? 

China refers to itself in meetings with 
ASEAN as 'big brother 7 guiding its little 7 
South East Asian 'brothers 7 . 

Chinese power and soft regionalism's 
false promise 

In November 2015, the Singapore National Gallery 
re-opened in the specially converted colonial 
era Supreme Court Building. Its collection of 
Southeast Asian art formed the focus of its first 
exhibition. Between Declarations and Dreams traced 
the development of art in the region during the 
colonial and postcolonial eras. The title referred 
to Indonesian poet, Chairil Anwar’s, poem 
Karawang Besaki. Written by fighters who fell in 
the independence struggle against the Dutch in 
1948, they implore: c We who are now dead/ give 
us significance/Keep watch over the line between 
declarations and dreams’. 

The gap between declarations and dreams haunts 
the political imagination of the ten Southeast Asian 
states that comprise ASEAN as they come to terms 
with the competing economic and political realities 
of a rapidly changing region that is once again the 
focus of great power competition for territory and 
resources. 

Unusually in the history of international 
relations, the weak states of Southeast Asia have 
established the only meaningful architecture for the 
multilateral resolution of regional disputes. How 
this arrangement has come to influence regional 
discourse is curious given that, since its inception in 
1967, it has largely ignored longstanding territorial 
disputes owing to ASEAN’s commitment to internal 


resilience and non-interference. Bilateral disputes 
also frequently disturb inter-ASEAN relations and 
hinder effective cooperation. 

At the 31st ASEAN summit in Manila held in 
November 2017 the grouping turned a predictable 
blind eye to events in Burma/Myanmar. ASEAN 
and China agreed to a framework to negotiate 
a code of conduct in the South China Sea, but it 
was non-binding, which suited China. At the same 
time, Australia and the US recited the now familiar 
mantra calling on all parties in the dispute to abide 
by international law. 

China’s proactive ASEAN economic diplomacy 
forms part of a broader strategy that imbricates its 
neighbours in a web of incentives that raises the ante 
for calling China over either territorial or economic 
disputes’. 22 As one Vietnamese academic observed, 
China refers to itself in meetings with ASEAN as 
'big brother’ guiding its 'little’ South East Asian 
‘brothers’. And big brother increasingly determines 
the regional security agenda. Significantly, China 
finds ASEAN-style multilateralism conducive 
to promoting its national interest. This is most 
apparent on the South China Sea, the region’s 
'major fault line’. 23 

The dispute dates from the 1951 San Francisco 
Treaty which failed to stipulate possession of the 
Spratly island chain after Japan lost its title in 1945. 
It developed into a regional conflict when a number 
of claimants began extracting resources from the 
seabed contiguous to their Exclusive Economic 
Zones. China, Taiwan (which holds the largest 
Spratly island), and four ASEAN states—Brunei, 
Malaysia, the Philippines and Vietnam—all claim 
or occupy islands and reefs in the South China Sea. 

The dispute assumed its current form in 
February 1992 when China laid claim to the entire 
South China Sea on the basis of its alleged historic 
hegemony. It subsequently became becalmed in 
ASEAN’s non-binding dialogue processes. China’s 
engagement in these processes has been a cost-free 
investment in public relations. Thus, no progress 
had been made on resolving China’s ^incontestable’ 
claim to the South China Sea. 

The shift from a soft to a hard line or from 
'smile’ to 'frown’ diplomacy, moreover, always 
remains a Chinese option. A stand-off between 
Chinese and Philippine naval vessels near the 
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Scarborough shoals in the Spratly Island chain in 
2012 announced the harder line. In response, the 
ASEAN members divided, failing for the first time 
to agree on a post-summit communique at the 
annual Foreign Ministers’ Summit in June 2012. 
Shortly afterwards, Philippine President Aquino 
ditched the ASEAN process, referring the dispute 
with China to the Hague’s International Tribunal 
for the Law of the Sea. In July 2016 the Tribunal 
found that China’s claim to 85% of the South 
China Sea had no legal basis’. China dismissed the 
decision as preposterous’. 24 

Policymakers nevertheless continue to assert their 
confidence in ASEAN’s processes. As the situation 
evolved between 2012 and 2018, China applied a 
compelling mixture of smile and frown diplomacy. 
At the Brunei Summit in October 2013, the PRC 
proposed a new treaty of friendship, ushering in a 
'diamond decade’. As The Straits Times observed, 
'the implicit message was that China had sufficiently 
deep pockets’ to offer a ‘slew of sweeteners in the 
form of billion dollars of development projects’. 23 
These deep pockets appeared to convince the new 
Philippine President Duterte, in a stunning about- 
face in 2016, to dismiss the Hague ruling in return 
for the promise of Chinese investment. 

China’s diplomacy has caused a 'sea change’ 
in the regional strategic balance. Hence although 
Chinese premier Li Keqiang envisages a 'common 
destiny’, it is also one of asymmetric dependence. 
China’s understanding of regionalism assumes a 
Chinese core operating across its Southeast Asian 
periphery. The relationship is one of reciprocity, but 
failure to respect China invokes the frown. Thus 
when the Philippines or Vietnam reject China’s 
interpretation of its history and territory, they suffer 
sanctions in terms of investment and market access. 

Chinese statecraft has fragmented ASEAN, 
sucking Cambodia, Laos and Myanmar and more 
recently Malaysia into its orbit. Vietnam gravitates 
to the US, whilst Singapore, Thailand, Brunei and 
the Philippines hedge between the US and China. 
Meanwhile, Indonesia’s foreign policy oscillates 
between indifference and ambiguity. Rather than 
advancing regional norms, ASEAN now finds itself 
between a rock and a hard place. As former ASEAN 
Secretary General Ong Keng Yong observed 'in 
crude terms’, China was 'doing divide and rule’. 26 


The South China Sea dispute demonstrates how 
a more powerful actor, China—unconstrained by 
ASEAN’s norms—advances its grand strategic 
design, gaining control of both the maritime and 
economic space in a manner familiar to players 
of Weiqi (Go), where each side tries to achieve 
relative advantage through strategic encirclement. A 
talented player moves into the ‘empty’ spaces on the 
board, gradually mitigating the strategic potential 
of the adversary. 27 

The South China Sea dispute demonstrates 
how a more powerful actor, China, advances 
its grand strategic design, gaining control of 
both the maritime and economic space in a 
manner familiar to players of Weiqi (Go). 

Principled realism or regionalism? 

The incoherence of ASEAN’s response to a range 
of security and economic issues exposes the 
multilateralist delusion that norms can transform 
interests into a shared regional identity. It has also 
given the PRC a taste for multilateralism a la Chine , 
manipulating international institutions to its own 
purposes and exploiting the Trump administration’s 
growing dissatisfaction with the multilateral regimes 
like the UN and WTO that the US established after 
1945. 

In Southeast Asia—as will soon become clear to 
Europeans—middle powers and weaker states need 
to recognise the first principle of diplomacy, namely 
that a great power can only be balanced by a great 
power. The smaller and weaker ASEAN states, as 
the South China Sea dispute demonstrates, cannot 
balance China alone. ASEAN states therefore need 
the US. 

Moreover, the US has never sought to contain 
China’s rise. What does concern the US, however, is 
regional balance. With North Korea and maritime 
and trade tensions making the headlines, the US 
presence is necessary to protect regional freedoms 
that China’s actions jeopardise. The US has a stake 
both in reassuring its allies and protecting its trade 
with the most vibrant region of the world economy. 
However, Trump’s unpredictability worries its 
regional allies, even, it would seem, in Australia. 
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Ironically, the Chinese also have an interest, 
at least in the short term, in a US that prudently 
engages with and balances their rising power. 
Indeed, if the US disengaged from Asia, regional 
tensions would rapidly escalate. Japan would 
plausibly acquire nuclear weapons, particularly 
against a proven North Korean threat. In such 
circumstances, Chinese confrontation with Japan 
would intensify, and India and Pakistan would be 
drawn into the conflict. Rising nationalism would 
see the South Koreans hedge between China, Japan, 
and an emboldened North Korea. Meanwhile 
hedging states in Southeast Asia and the Pacific— 
from Thailand and Singapore to Australia—would 
have to make some hard choices. 

If all this sounds like common sense, it bears 
noting that common sense has been in short supply 
in the region in recent years. Regional states have 
prioritised economics over strategy and politics. Yet 
as a Mao-era aphorism maintained, the people have 
to concern themselves with politics because even if 
they don’t care about politics, politics cares about 
them. The principle still applies. Politics is alive and 
well in the region. 

Proactive diplomacy, statecraft and principled 
but realist US engagement—as the National Security 
Strategy suggests—are now needed more than ever. 28 
This could prompt a more prudent version of the 
'China dream’ in order to contain regional conflict 
rather than exacerbate it. The alternative, as Nixon 
worried shortly before he died, was that opening to 
China had unleashed a Frankenstein [s monster]’. 29 

Endnotes 

1 These include the 11 EU member countries of Bulgaria, 
Croatia, the Czech Republic, Estonia, Hungary, Latvia, 
Lithuania, Poland, Romania, Slovakia and Slovenia as well 
as five EU accession countries from the Western Balkans: 
Albania, Bosnia and Herzegovina, Macedonia, Montenegro 
and Serbia. 

2 See Thorston Benner et al, Authoritarian Advantage: 
Responding to China’s Growing Political Influence in Europe 
(Joint Report by the Mercator Centre for China Studies 
and Global Public Policy Institute, February 2018), https:// 
www. merics. org/ en / publications/authoritarian-advance 

3 National Security Strategy of the United States of America 
(NSS) (Washington DC, December 2017), p.47. 

4 Australian Government, 2017 Foreign Policy White Paper 
(Canberra, November 2017), p.25. 

3 NSS, p.l 


6 James Mattis unveils new US military strategy focused 
on threat from Russia and China, ABC News (20 January 
2018), http://www.abc.net.au/news/2018-01 -20/china- 
and-russia-not-terrorism-main-threats-to-us-mattis- 
says/9345670 

7 Halford J. Mackinder, Democratic Ideals and Reality 
(Westport: Greenwood Press, 1962), p.70. 

8 As above. 

9 Henry Kissinger, Diplomacy (New York: Simon and 
Schuster, 1994), p.813. 

10 This is the implication of the Australian 2017Foreign Policy 
White Paper which asserts c the centrality of the US alliance’ 
to Australia’s security whilst at the same time viewing 
‘strengthening our comprehensive strategic partnership 
with China as vital’ (see note 4), p. 37. 

11 Hillary Clinton, ‘America’s Pacific Century’, Foreign Policy 
(11 October 2011), http://foreignpolicy.com/2011/10/11/ 
americas-pacific-century/ 

12 Jeffrey Goldberg, ‘The Obama Doctrine’, The Atlantic 
(April 2016), http://www.theatlantic.com/magazine/ 
archive/2016/04/the-obamadoctrine/471525/ 

13 See Walter Russell Mead, Special Providence: American 
Foreign Policy and How It Changed the World (New York: 
Routledge, 2002), pp.223-227. 

14 Henry Kissinger, World Order Reflections on the Character 
of Nations and the Course of History, (London: Allen Lane, 
2014), p.178. 

15 S. Rajaratnam, The Prophetic and the Political , eds Chan 
Heng Chee and Obaid U1 Haq (Singapore: Institute of 
Southeast Asian Studies, 2007), p.288. 

16 Rosemary Foot, ‘Identity politics and the US rebalance to 
Asia (Seoul: East Asia Institute, March 2016). 

17 Yong Sun Ha and Yul Sohn The Co-evolution of Korea and 
Japan (Seoul: East Asia Institute, August 2015 

18 ‘Come Together on the Abe Road’, The Economist (12 
December 2015). 

19 Majuri Mukherjee, ‘India walking the line between China 
and the US’, The Diplomat (27 April 2016). 

20 Goldberg, ‘The Obama Doctrine’; NSS, p.46. 

21 Cited in Greg Sheridan, ‘Sabre Rattling Imbues Shangri- 
la with a Growing Sense of Menace’, Straits Times (5 June 
2014). 

22 Bonnie Glaser and Deep Lai cited in B. Schreer, ‘Should 
Asia Be Afraid?’, The National Interest (20 August 2014), 

p.2 

23 Australian Government, Foreign Policy White Paper , p.46 

24 Tom Mitchell, ‘UN Tribunal Rules Against Beijing in South 
China Sea Dispute’, Financial Times (12 July 2016J. 

25 ‘China’s Overtures to Cement Ties with ASEAN’, Straits 
Times (12 October 2013). 

26 ‘China’s Island Building Lacks Strategic Logic’, Financial 
Times (28 October 2015) 

27 Henry Kissinger, On China (London: Allen Lane, 2011), 
p.23 

28 NSS, p.55. 

29 James Bosco, ‘The One China Policy: What Would Nixon 
Do?’, The Diplomat (5 January 2017). 


50 POLICY • Vol. 34 No. 1 • Autumn 2018 


COMMENT 


AFTER MUGABE 

MNANGAGWA’S CHOICE 

We have removed a tyrant but not yet a tyranny, argues David Coltart 


F or the last two years I have warned that 
Zimbabwe was facing a perfect storm—the 
unique convergence of several factors that 
could tear the country apart.* The eye of 
that storm hit Zimbabwe in mid-November and 
although it tore down the house of Robert Mugabe, 
it left remarkably little other damage. What I didn’t 
anticipate was the level of unity within the military. 
I feared that the divisions within the ruling ZANU 
PF party were reflected in the military and that 
the removal of Mugabe would result in a firefight 
within the armed forces. Although there was serious 
tension between the police and the army, the army 
and airforce stood together causing remarkably 
little loss of life. 

Whilst with most Zimbabweans I rejoiced in the 
end of Mugabe’s ruinous tenure, I remain appalled 
by the illegal and unconstitutional manner in which 
it was done. Aside from anything else section 213 
of the Constitution states that armed forces are only 
to be deployed with the authority of the President, 
something that clearly did not happen. That alone 
made the entire exercise unlawful. The only lawful 
way to remove Mugabe was to impeach him. I have 
argued that consistently since 2000 and ironically 
it was only the real threat of impeachment that 
eventually caused him to resign. 

Many Zimbabweans were so delighted by 
Mugabe’s removal that they were willing to overlook 
the coup, and some even praised the military for 


* See, for instance, 'As Mugabe Fades: Zimbabwe at the Crossroads', 
Robert Forsyth talks with David Coltart, Policy 33:3 (Spring 2017), 30- 
34 especially page 34. 


what they did. Others have criticised those of us 
who complained about the illegality, saying that 
we were purists and out of touch with the need to 
remove the biggest evil, namely Mugabe. However, 
it is not my main purpose here to argue why the 
coup was wrong. Let me rather quote the words 
of the great philosopher John Locke who wrote 
in 1690 that wherever law ends, tyranny begins’. 
Tyranny, not Robert Mugabe, was our greatest evil, 
and the breach of our laws and Constitution has 
merely entrenched and perpetuated tyranny. 

If there is any doubt about this one needs only to 
consider the composition of the new Cabinet. Since 
2008 Robert Mugabe was in essence a fig leaf—the 
thin veneer of a civilian ruler over a military regime. 
The military engineered both his run-off election 
Victory’ in June 2008 and 2013. That fig leaf has 
now been removed and the inclusion of three 
military officers in the Cabinet 
is confirmation of where the real 
power lies. 

ZANU PF apologists point 
to the fact that US President 
Donald Trump has several ex¬ 
military officers in his Cabinet, 
but the difference is that none of 
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those officers played any role in Trumps election. 
In Zimbabwe President Emmerson Mnangagwa 
owes his new role to the very same officers he has 
appointed to Cabinet: Constantino Chiwenga 
delivered the army Perrance Shiri the airforce and 
Sibusiso Moyo had the guts to be the public face of 
the coup. Without their actions Mnangagwa would 
still be in exile, and would certainly not be President 
now. Mnangagwa is beholden to these men, whereas 
the ex-military officers in Trumps administration 
hold their offices solely at his pleasure. 

Having risked so much to remove Mugabe, 
the architects of the coup are not then 
going to be prepared to relinquish that 

power lightly. 

Appointing Chiwenga as Vice President and 
putting him in charge of the Ministry of Defence 
demonstrates where the real power lies. In making 
this appointment Mnangagwa has breached the 
Constitution—section 215 states clearly that the 
President must appoint a Minister of Defence’ 
while section 203 states that a Vice President 
cannot hold any other office’. In other words, 
Mnangagwa is obliged to appoint a substantive 
Minister of Defence and cannot appoint someone 
who simply oversees the Ministry. Mugabe stretched 
the meaning of the Constitution to appoint 
Mnangagwa as Vice President and the person who 
oversaw the Ministry of Justice, because there is no 
Constitutional obligation for a President to appoint 
a Minister of Justice. But there is no ambiguity in 
the Constitution regarding the Minister of Defence. 

So Mnangagwa finds himself between a rock 
and a hard place—he could not politically appoint 
Chiwenga to the position of a mere Minister of 
Defence or a Vice President without any real power, 
and yet he cannot lawfully appoint Chiwenga to 
be both Vice President and the person in charge 
of the military. So he has decided just to brazenly 
ignore the Constitution. There is a further political 
footnote to this move: in making this appointment 
Mnangagwa has stripped ex-ZAPU member Kembo 


Mohadi of the Ministry of Defence and Security 
role (a powerful position) and made him a weak 
co-Vice President with responsibility for national 
healing. Put simply, this is the illegal concentration 
of enormous power in the hands of Chiwenga. 

Having risked so much to remove Mugabe, the 
architects of the coup are not then going to be 
prepared to relinquish that power lightly. These 
are the same men who organised the military to 
brutalise the opposition in 2008 and who cunningly 
organised the electoral fraud in 2013. Accordingly, 
for all the platitudes about holding free, fair and 
credible elections it is unlikely that will happen— 
unless Mnangagwa himself determines otherwise. 

This is all the more so given the current political 
environment. For all the wave of goodwill seen 
since mid-November towards Mnangagwa from 
the middle class and business sector, it remains to 
be seen whether that translates into votes in certain 
key constituencies. Despite the electoral violence 
and fraud in 2008 and 2013, Mugabe’s presidential 
victory still needed the core support he got from 
the highly-populated regions of Mashonaland 
Central, West and East provinces. In addition, 
Mugabe, because of his historical stature, enjoyed 
a modicum of support in Matabeleland South and 
North provinces. Without that support it would 
have been difficult for Mugabe to win even with the 
violence and fraud. 

Mnangagwa, on the other hand, can only be 
assured of grassroots support on a similar scale 
to Mugabe in Midlands and Masvingo. Whilst 
unprincipled politicians within ZANU PF 
changed their loyalties overnight from Mugabe to 
Mnangagwa, the same will not automatically happen 
amongst die-hard Mugabe supporters. These rural 
men and women, who have supported Mugabe for 
40 years and who do not understand why he has 
been treated in the way he has, may not shift their 
support to Mnangagwa. It is significant that the 
mass demonstrations of the 18th November were 
only held in Harare and Bulawayo, both Movement 
for Democratic Change (MDC) strongholds. 1 
There was no such outpouring of joy in most rural 


t Editor's note: Sadly, on the 14th February, longtime opposition leader and MDC president, Morgan Tsvangirai, died of cancer in a South African 
hospital. He was Prime Minister in the unity government from 2009 until 2013 when he lost the fraudulent 2013 elections to Mugabe. 
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areas. And therein lies Mnangagwas problem. 
Furthermore, there is also no doubt that some G40* 
leaders and supporters will be actively campaigning 
against Mnanagwa in those areas. 

Compounding the problem for Mnangagwa 
will be the attitude of rural voters in Matabeleland 
South and North. Mnangagwa, Shiri and Chiwenga 
were even more directly involved in the crimes 
against humanity perpetrated against civilians in 
Matabeleland between 1983 and 1987 (known as 
the Gukurahundi) than Mugabe himself. Mugabe 
used all his political cunning and his position to 
distance himself from the Gukurahundi at the time. 
However, Mnangagwa was Minister in charge of the 
Central Intelligence Organisation at the time, and 
made damning statements in affected areas. Shiri 
was commander of the 5 th Brigade, and Chiwenga, 
then known as Brigadier Dominic Chinenge, was 
commander of 1 Brigade based in Bulawayo which 
provided nearly all the logistical support to the 5th 
Brigade. As a result, they are all part of the folklore 
of Matabeleland. 

Some may complain that raising this issue is an 
attempt to stir up old wounds. That is not the 
intention. It is simply stating a political fact that 
is hard for people outside of Matabeleland to 
understand. These three men (who are all now in 
Cabinet), even more so than Mugabe himself, are 
held responsible for what happened, and people have 
not forgotten. The Unity Accord itself is dead for all 
practical purposes. The Accord was signed in 1987 
by the two original nationalist movements, ZANU 
PF and PF ZAPU, to end the political violence in 
Matabeleland, with both sides agreeing to form a 
single united political party to promote peace and 
stability. Historically, Mugabe included former 
ZAPU cadres in leadership positions each time he 
formed government. Although Mohadi is ex-ZAPU 
he is now in a very weak position and there isn’t 
a single other ex-ZAPU leader of any consequence 
in Cabinet. Mohadi’s effective demotion from the 
powerful position of Defence and Security Minister 
to a Vice President responsible for National 
Reconciliation has sent an unequivocal message 
about the state of the Unity Accord. 


Against this is the opportunity provided to 
Mnangagwa by the disarray in the opposition 
which has left many of the opposition’s traditional 
supporters—namely urban workers and the 
professional andbusiness community—disillusioned 
and more inclined to support Mnangagwa than they 
did Mugabe. There is no doubt that Mnangagwas 
pledge to tackle corruption, make government 
more efficient, and repeal certain legislation such as 
the Indigenisation Act has struck a chord amongst 
many who historically have supported the MDC. 

There is also no doubt that many Zimbabweans 
are afflicted by the Stockholm syndrome—they 
have been held captive for so long by Mugabe and 
the ZANU PF regime that they have fallen prey 
to the condition that causes hostages to develop 
a psychological alliance with their captors as a 
survival strategy during captivity. People have been 
so delighted to see the back of Mugabe that they 
have embraced the very people who have kept 
Mugabe in power for so long, and who have been 
the willing executors and beneficiaries of Mugabe’s 
violence, corruption and abuse of law for decades. 

There is no doubt that many Zimbabweans 
are afflicted by the Stockholm syndrome, 
because they have been held captive for 
so long by Mugabe and the ZANU PF regime. 


Despite this, Mnangagwa remains in a honeymoon 
period and it will be difficult for him to deliver 
on his promises in the short time left before the 
election which is due to be held between July 
21 and August 22. To secure the votes of urban 
working class people he has to convince them that 
he is serious about tackling corruption and cutting 
back on government expenditure. In that regard he 
has already failed in two key respects. 

First, his retention of a few extremely corrupt 
Cabinet Ministers—one in particular whose name 
I will not mention because of our defamation laws 
but whose identity and deeds are widely known— 
has given the lie to his promise to tackle corruption. 


4 Editor's note: The so-called G40 or Generation 40 is a political faction within the ruling ZANU PF party consisting of younger members promoting 
generational change. It was fronted by former First Lady Grace Mugabe. 
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Most people are of the opinion that the arrest of 
certain ex-Cabinet Ministers on corruption charges 
has more to do with settling factional scores than 
with genuinely tackling corruption. 

Second, his pledge to pay civil servants’ 
bonuses—whilst popular with civil servants— 
means that the chances of restoring the economy 
are greatly lessened. Unemployed people and most 
people employed in the private sector have not 
received bonuses this year and the payment of 
bonuses sends a powerful message to urban workers 
that this new government isn’t serious about cutting 
back on government expenditure. 


Mnangagwa has to choose whether he 
wants to be a Gorbachev or a Milosevic. 


These problems place Mnangagwa in the ultimate 
Catch-22. Mnangagwa’s greatest strength is that he 
understands economics better than Mugabe ever 
did. Because of this he understands that unless he 
is able to attract foreign investment he will not be 
able to deliver on his promises, particularly to urban 
workers and the business sector. Foreign investment 
will come if he can project Zimbabwe as a stable 
country where investments will be protected, and 
key to that is the holding of free and fair elections. 
He also desperately needs to hold free and fair 
elections so that he can restore his own legitimacy, 
for despite all the hoopla the fact remains that he 
came to power on the back of a coup. 

If Mnangagwa holds free and fair elections, 
however, it will be extraordinarily difficult for him to 
garner the 50% +1 he needs to win the Presidential 
election. If he doesn’t achieve that he then faces 
the prospect of standing in the run-off election 
against the one opposition Presidential candidate 
who gets the most votes amongst all the various 


opposition Presidential candidates who stand in the 
first round. That will be an unattractive prospect 
because this Constitutional provision will force 
the opposition to put aside their petty differences 
and rally around one candidate. This will result in 
a formidable convergence of political opinion. If 
those in the Mashonaland rural areas—unhappy 
with the way Mugabe and the G40 have been 
treated and others unhappy with the way former 
Vice President and now the National People’s 
Party leader Joice Mujuru has been treated—join 
hands with traditional opposition voters, die-hard 
MDC supporters, supporters of the Alliance for 
People’s Agenda leader Nkosana Moyo, the people 
of Matabeleland and others it will be well-nigh 
impossible for Mnangagwa to win a free and fair 
election. That will then place him in the dilemma 
of choosing between bludgeoning his way to power, 
and in the process undermining his attempts to 
attract foreign investment, or being prepared to 
allow a smooth transfer of power to an opposition 
candidate. 

In all these circumstances Mnangagwa has a 
unique opportunity in the coming months to choose 
between becoming one of Africa’s greatest statesmen 
or just another tyrant. He has to choose whether 
he wants to be a Gorbachev or a Milosevic. If he 
chooses the former as his role model then he faces 
the possibility of losing power but of going down in 
history as a man prepared to put Zimbabwe ahead 
of his personal interests. Somewhat paradoxically, 
if he chooses this route he may well make his path 
to actual electoral victory easier because he will be 
able to exploit the undoubted amount of goodwill 
shown towards him by many and convert it into 
real votes. However, if he chooses to be a Milsovic 
he may retain raw power but destroy his legacy and 
any prospects Zimbabwe has to recover in the short 
term. 

I am praying that Mnangagwa chooses to be 
inspired by Gorbachev. 
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A DEFORMATION IN 
THE LANGUAGE OF POLITICS: 

A PROTEST 

The left should not be allowed to annexe the term 
'progressive 7 , argues William Coleman 


Mankind is governed by names 
—Edward Gibbon 

A paradox 

well-known curiosity of political history 
is that the adversaries of a political 
movement have often succeeded in 
fastening upon their object of loathing 
a pejorative name. Thus the supporters of William 
II were successfully dubbed Whigs (Torse thieves’), 
the supporters of the House of Stuart branded 
Tories (‘bandits’), the nativist American Party of the 
1850s is universally known as the Know Nothings, 
and the anti-Lenin faction of the Russian Social 
Democratic Workers Party is forever tagged the 
Mensheviks (‘minority’). 

Recent Australian experience, however, provides 
a still greater oddity; not the spectacle of the 
opponents of some political tendency attaching a 
pejorative to that tendency, but its opponents freely 
granting the opposed tendency an approbative 
appellation. 

I refer to the practice of denoting the left as 
‘progressive’. I find no surprise in the left referring to 
itself thus: to annexe approbatives will be a concern 
of every political tendency. What is remarkable is 
the willingness of the left’s critics to grant them this 
accolade. And I do not refer to marginal voices. 
Paul Murray, Paul Kelly and Nick Cater are all 
prominent critics of the left that have participated 
in the usage. Perhaps these three critics may not 
quite share the depth of conviction of some that 
the left will not produce progress but will yield 
up instead a society that is fractious, prejudiced 
and philistine; an unhappier, stupider and poorer 


society; one starved of justice, and bestrewn with 
wrecked and wasted lives. But, for all that, none of 
these three could be described as ‘left’. 

So there is a puzzle. To press my perplexity: 
if the left was to style itself as ‘decent’, ‘practical’ 
and ‘farsighted’, one would not expect to see 
conservatives and classical liberals commence 
referring to the left as ‘the decents’, located on ‘the 
practical side’ of politics, and committed to various 
‘farsighted causes’. 

How is it that with the word ‘progressive’ the 
left has been so gratuitously afforded a rhetorical 
advantage by their adversaries? And is it possible 
that, for all my evident bafflement, the practice can 
claim some exoneration? 

Improper names 

The one defence that has been put to me is simply 
that the left refers to itself as progressive, and by 
implication invites the world to join it. But to 
insouciantly assent to this behest 
is to completely misunderstand 
the differing functions of ‘proper 
names’ and ‘common nouns’. 

In a liberal society one has a very 
broad right to choose one’s own 
‘proper name’, be it the personal 
name of an individual or the title 
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of a corporate body. Tellingly, the proper in proper 
name’ is etymologically cognate with property. 
Thus in liberal societies your proper name is your 
property, and you can do just about whatever you 
like with it. This right is heavily infringed in illiberal 
societies; in totalitarian societies the state has on 
occasion abolished it, and chosen even personal 
names of swathes of persons. 

I fully respect the very broad right of any 
political entity to choose their own proper name’. 
To illustrate: there exists today a party that is 
formally entitled Australian Progressives. I will 
refer to them as the Australian Progressives. One 
reason why I am content to do so, and why liberal 
societies are so free with proper names, is that they 
are usually harmless. As John Stuart Mill intones 
with deadly accuracy, A proper name [is] a word 
that answers the purpose of showing what thing it is 
that we are talking about but not of telling anything 
about it’. Quite. And most people understand that. 
Granted, that understanding can be abused to the 
point that a proper name is contrived to mislead. 
Thus, notoriously, Australia’s industrial relations 
landscape once included a body that styled itself 
the Australian Workers’ Union Workplace Reform 
Association. But—putting aside actual passing off 
in the legal sense—the harm of reducing property 
rights over proper names to prevent deception will 
surely outweigh the costs of enduring its episodic 
abuse. 1 

By profound contrast with a proper name, the 
denotation of a common noun is not the property 
of anyone. It is not annexable by anyone, including 
the left. Neither is it alienable by anyone, including 
the right. And thankfully so. 

'When / use a word,’ Humpty Dumpty 
said, in rather a scornful tone, 'it means 
just what I choose it to mean—neither 
more nor less.’ 

‘The question is,’ said Alice, 'whether 
you can make words mean so many 
different things.’ 

"The question is,’ said Humpty Dumpty, 
'which is to be master—that’s all.’ 2 


Precisely. Part of not having masters is having a 
language that is nobody’s property. 

This point was brought out most powerfully in 
the last two works of George Orwell, Animal Farm 
and 1984 . To Orwell the commanding height of 
all the commanding heights was not electricity; it 
was not steel: it was language. Ordinary industry 
nowhere appears in 1984 , but the reader will recall 
in the latter novel the complete nationalisation of 
the English language in the form of Newspeak. 
This included 'five year plans’ for the elimination 
of vocabulary. But in Orwell’s vision the removal of 
words was not the only way of destroying language 
in order to achieve the mastery sought by Humpty 
Dumpty, Squealer and Big Brother. Another 
strategy, that evidently fascinated Orwell, was 
the draining of words of all meaning. This is one 
of the most palpable and bizarre outcomes of the 
nationalisation of language in Orwell; it is not that 
people believe falsehoods or tell lies, but that they 
enunciate with all sign of passion the meaningless. 

All pigs are equal, but some are more equal 

than others. 

Nominalism as nihilism 

To summarise so far: against any airy concession 
of the word progressive’, I am, in the most general 
terms, invoking the imperative of all speakers to 
respect meaning. To not call Peace what they believe 
is War. To not call Freedom what they judge to be 
Slavery. 

In more diagnostic terms, I have traced the 
gratuitous bestowal of progressive’ to an insufficient 
acknowledgement of the distinct functions of 
proper names and common nouns. 

But I have a feeling there is a second language 
failure behind the problem at hand: a failure I will 
call a misapplied nominalism. By nominalism I do 
not refer to the philosophical doctrine that 'Only 
particulars exist’; but to one of its illegitimate 
descendants, 'Words are just words’. The misused 
nominalism lurking in the mischief at issue would 
run thus: ‘Symbols are arbitrary, aren’t they? A rose 
by any another name will smell as sweet, right? 
Surely we wish to avoid definitional debates!’. 
This nominalism insinuates a carelessness in the 
use of language without succeeding in exonerating 


56 POLICY • Vol. 34 No. 1 • Autumn 2018 


WILLIAM COLEMAN 


such carelessness. The meanings of words are not 
arbitrary; they are conventional. What is at stake 
is respect for meaning, not a nicety of definition. 
And a trivial truth about the smell of roses will 
not successfully degrade the imperative to respect 
meaning, as anyone who ordered a dozen roses for 
$10 each but gets a dozen dandelions will certainly 
grant. 

Progress as a false cosmology 

The argumentation above reduces to a call to 
conservatives and classical liberals not to confer an 
approbative on what they do not approve. 

But beyond that fairly unarguable appeal, I 
would suggest that conservatives and classical 
liberals be chary of deploying progress’ at all. This 
is not because progress is a necessarily spurious 
category to the minds of conservatives and classical 
liberals. They are happy to conjure with Creation 
and Destruction; Development and Decay. And 
they grant that for some realities progress’ is a 
more effective descriptor than any other. They do 
not, however, believe that progress serves as an 
organising category of social experience: no more 
than, say, goodness’ does. 

By contrast the left does take progress to be such 
an organising category of social experience. This is 
because the natural habitat of progress is the natural 
sciences and technology, and the left has, in the 
past 30 years, returned to the veneration of science 
that it was originally given to ('What is impossible 
to Science?’: Friedrich Engels). True: for about a 
generation from the 1950s the left had been inclined 
to disregard scientists as mere technical managers of 
the abominated system, doubtless busy perfecting 
an Intercontinental Ballistic Missile or a new plastic 
bag. But today, in a kind of neo-scientism, the left is 
fully restored to its old Comtean vision of scientists 
as society’s priestly class, providing it guidance 
and salvation. Conservatives decline to join in this 
reverence. Conservatives, with classical liberals, 
completely reject the natural sciences as a master- 
paradigm of human existence. They reject it as the 
sole epistemology; and they reject it as a system 
of life. (Does a tradition make progress? Does art 
progress?) 

There is a second reason why progress constitutes 
a category that the left will have more genuine 


call of than their adversaries: a vision of progress 
implicitly assumes that every change constitutes 
either some piece of progress or some regress. In 
other words, every state of the world is either better 
than every other state, or worse than every state. 
Both conservatives and classical liberals completely 
reject such a cosmology of valuation. It is this 
rejection that is behind the conservative inclination 
to the status quo, or classical liberals’ rejection of 
anything more than the umpire state’. It is not 
that conservatives think that the present state is 
better than every other state of the world; but they 
frequently think it no worse; and with the help 
of one very mild premise—that there should be a 
reason for the state to compel things—we arrive at a 
deference towards the present state. By contrast, the 
vision of progress—every state of the world is either 
better or worse than every other state—creates a 
perpetual case for change. 

It is a basic principle of political tactics to avoid 
the preferred categorisations/conceptualisations 
of one’s adversaries. This is enough, I suggest, for 
conservatives to keep well away from progress talk’. 

The meanings of words are not 'arbitrary 7 ; 
they are conventional. 

'Liberal'—a precedent 

The struggle for ownership of an approbative 
term in the 19th century has some parallels—and 
divergences—with the current contention over 
progressive. 

I refer to the word 'liberal’. 

The approbative sense of 'liberal’ is the original 
one, emerging in English at the close of the Middle 
Ages. It referred to the affects that are befitting a 
free status, as distinct from servile status: namely, 
the generous, the magnanimous, the open-handed 
(see C.S. Lewis’s (I960) particular study of this 
point 3 ). For centuries that approbative denotation 
comprehended the word’s entire reference. 

It was only at the opening of the 19th century 
that 'liberal’ obtained, within the English language, a 
political meaning: 'favourable to political freedoms’. 
From this parent stem there emerged two entirely 
contrary political meanings of the word: 
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'Liberal’ could refer to a social philosophy that 
promoted freedom, as both a useful means and as a 
valued end; or 

'Liberal’ could refer to a social philosophy that 
demoted freedom, as both a useful means and a 
valued end. 

Briefly, 'liberal’ could refer to a social philosophy 
that saw legislation as a salvation, or one that saw 
legislation as a curse. 

This paradox of the same source giving rise 
to such antithetical semantic offspring perhaps 
reflects the ambiguity in 'freedom’ that was so well 
descried by Benjamin Constant, and captured in 
his contrast between the Ancient Liberty—that 
esteemed collective choice (and 'democracy’), and 
the Modern Liberty—that esteems individual 
choice (and 'rights’). 

Be that as it may, by the late 19th century 
two entirely contrary usages of 'liberal’ were well 
established. The first manifested in the Liberal Party 
of Great Britain, and within New South Wales; and 
the second was established in Australia outside of 
New South Wales, especially Victoria. Thus with 
respect to this word, Australia was one nation, 
divided by a common language. 

One classical liberal of New South Wales, Bruce 
Smith, was sufficiently provoked by the use of the 
word liberal to denote 'salvation through legislation’ 
that in 1887 he wrote, Liberty and Liberalism , 
protesting 'the growing tendency toward undue 
interference by the state with individual liberty, 
private enterprise and the rights of property’. 4 
Tactically, he was justified not to concede to the 
opponents of his social philosophy a term that 
remained an approbative term. Especially when 
there was no spirit of generosity in the actions of 
the persons adhering to the tendency he deplored; 
such as John Forrest—a self-described liberal in 
the Victorian sense—swanking to the Federation 
Convention of 1897 that he had passed legislation 
to deny Chinese persons the right to mine; or 
John Quick, who had successfully removed even 
naturalised Chinese from Victoria’s electoral roll. 
One sees nothing generous here; one sees the 
unsparing pursuit of small advantage by means of 
removing from others rights that you enjoy yourself. 

There is another reason for Bruce Smith to have 
wrangled so hard; one which brings back to mind 


the dangers of abolishing words. John Stuart Mill 
once dryly observed that naming does not confer 
existence. But, going in the other direction, an 
existence will be hard to recognise without a name. 
And the liberalism of a Smith, Hume and a Mill 
needs its own name; just as every philosophy needs 
a name of its own; both to bring out the unity 
of its dispersed but composing elements, and to 
distinguish it from other philosophies that it will be 
spuriously conflated with. 5 Thus Milton Friedman 
in the 1950s struggled to preserve the British 
denotation of liberal—as denoting the liberalism 
of a Locke, Hume and a Mill—in the face of the 
impregnably established US usage of liberalism as 
'salvation by legislation’. He failed, but a valuable 
legacy of his struggle was the coinage of the term 
'classical liberal’. 

We owe, then, a debt to Friedman for caring 
about the meaning of words. I suggest we might 
struggle to not let the future be robbed of the 
meaning of another useful word—‘progress’. 


Endnotes 

1 The distinction between proper names and common nouns 
can falter. Titles, for example, can press the distinction to 
breaking point. A tyrant may be formally titled a ‘President 
X’, or ‘Chairman Y\ A grammarian may deem these to be 
proper names, just as much as Duce and Dear Leader surely 
are. And such proper names probably do possess some power 
to mislead, at least for some for a time. In concurrence, 
Gibbon deems Augustus to have established ‘an absolute 
monarchy disguised in the form of a commonwealth’. In 
keeping with this project, the ‘crafty tyrant’, notes Gibbon, 
preserved ‘with the most anxious care’ the names ‘of the 
ancient administration’. 

2 Lewis Carroll, Through the Looking-Glass (1872), chapter 
6. 

3 C.S. Lewis, Studies in Words (Cambridge: Cambridge 
University Press, I960). 

4 Liberty and Liberalism is available as a CIS Classic at http:// 
www. cis. org. au/app / uploads/2013/07/cl.pdf 

5 In ‘The Epic Triumph of Liberalism and Its Tragic Betrayal’ 
Dan Sanchez has identified a cost of the use of the word 
libertarianism in place of liberalism. Essentially a 1970s 
revival of a term in desuetude—the Colorado Libertarian 
Party of 1971 is cited as an early example of the revival—the 
term ‘libertarianism’ has served to disconnect the outlook it 
refers to from its historical intellectual heritage. See https:// 
fee.org/articles/the-epic-triumph-of-liberalism-and-its- 
tragic-betrayal / 
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Land of the Golden Cities: 

Australia's Exceptional 
Prosperity & the Culture 
That Made It 

By John Carroll 
Connor Court Publishing 
2017, $29.95, 198 pages 
ISBN 9781925501599 

Reviewed by 
Tom Switzer 

A ustralia is enjoying the longest economic 
expansion in the developed world—a 27-year 
bull run that shows no signs of abating. We 
are widely touted as the miracle economy. So, how 
do we account for our success? 

Most economists—rightly, in my opinion—point 
to the productivity-enhancing economic reforms 
that Labor and Coalition governments passed in the 
1980s, 1990s and early 2000s. Indeed, it is difficult 
to deny that the free-market agenda transformed 
Australia from a protected and union-dominated 
closed shop to a dynamic market economy that is the 
envy of the world. The dollar float, financial market 
deregulation, tariff cuts, privatisation, competition 
policy, reforms in taxation and industrial relations— 
all these policies meant we could weather external 
shocks, such as the Asian financial crisis of 1997-98 
or the Global Financial Crisis a decade later. 

Not that everyone has agreed during the journey. 
In the early 1990s, LaTrobe University sociologist 
John Carroll was one of the leading critics of what 
the left and even some on the right derided as 
'economic rationalism’. In a book titled Shutdown , 
co-authored with Robert Manne, he predicted 
'permanent high unemployment’, which would 
'turn sections of our cities into social wastelands, 
ghettos of broken families, personal misery, 
delinquency and squalor.’ The upshot was that 'our 
Australian way of life is at risk’. 

The book was published in 1992 as the Australian 
economy was coming out of what we now know 
was the last recession we experienced. To his credit, 
Carroll—unlike many critics of economic reform— 
has changed his mind, because the facts have 
changed. Since Shutdown , we’ve experienced an 
extraordinary period of sustained economic growth 


and wealth creation: falling unemployment and 
inflation and, until the end of the commodities boom 
in 2012, record income growth. 

Carroll accepts all this. 'The past two decades’, he 
argues, 'support the maxim: if in doubt, trust the 
free market.’ 

But Carroll also has another explanation for 
our success: culture. In Land of the Golden Cities: 
Australia's Exceptional Prosperity & the Culture That 
Made It , he says our economic dynamism can only 
properly be understood in a cultural context. 

At the core of our enabling culture has been the 
city. Unlike the Americans or Brits, we have been 
spectacularly good at developing modern cities. 
People are moving to Sydney and Melbourne, because 
that’s where they want to live—not just because 
that’s where the corporations are based. 

Melbourne is a classic case. Go back to the Joan 
Kirner era in the early 1990s. Slashed tariff cuts 
meant the car industry was contracting. The State 
Bank of Victoria and a large building society had 
just collapsed. Melbourne was on the Detroit road 
to ruin. Those were dark days. 

And yet Melbourne today is a much more vital 
and diverse place, with a flourishing economy. 
According to The Economist , Victoria’s capital city 
has been rated the world’s most liveable city for the 
past seven years. In 2013, Carroll notes, Melbourne 
possessed the four fastest-growing postcodes in the 
country. It’s a stunning turnaround, because of 
four key conditions: a broad economy; high rates 
of multicultural immigration; topography; and 
a fusion of urban cosmopolitanism with suburban 
localism. Add to this huge state government 
investments in transport infrastructure and liberal 
drinking laws, and it’s no wonder Melbourne is 
a trendsetter. 

To be sure, many millennial are priced out of the 
housing market. Still, like Sydney, Melbourne is where 
the jobs are based. And their economies will extend 
to satellite cities—think of Box Hill, 10-15 km out 
of central Melbourne. 

What about Tasmania? After all, it has the climate 
and soils that should make the Apple state a thriving 
hub of agricultural development. But it lacks the 
entrepreneurial and multicultural spirit that is so 
evident on the continent’s south-east cities. It also 
has low education rates and an ageing population. 
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And unlike South Australia, Tasmania has not had 
the kind of civic leadership that explains the success 
of the Festival State’s arts and tourism. 

Many economic commentators—consult the 
editorials in The Australian and the Australian 
Financial Review —fret our nation faces economic 
trouble. Unless Canberra hacks back at spending 
that is dramatically rising as a percentage of GDP, 
it is argued, the financial markets and credit agencies 
will lose confidence in Australia, which would result 
in soaring interest rates. 

Yet Carroll remains an optimist, because we have 
a remarkable capacity to adapt and weather external 
shocks. Notwithstanding debt problems and political 
volatility in Canberra, we have proved our resilience. 
Just look at Melbourne since 
the 1990s. Its an optimistic and 
important message at a time of 
doom and gloom. 

Tom Switzer is Executive 
Director of The Centre for 
Independent Studies and 
a presenter at the ABCs 
Radio National. 


Americana: A 400 Year 
History of American 
Capitalism 

By Bhu Srinivasan 
New York: Penguin Press, 
2017, 560 pages 
AUD $18.20 (HC) 

ISBN:9780399563799 


Reviewed by 
Wolfgang Kasper 

B hu Srinivasan, a successful media entrepreneur 
and accomplished storyteller, is an example of 
what has motivated most people who migrated 
from poorer and poorly governed parts of the world 
to the affluent capitalist democracies: the search for 
better life opportunities. Economic migrants far 
outnumber refugees; that is, people who flee fearing 
for their lives. Srinivasan’s mother, with a PhD in 


physics, managed to take her young son Bhuvanesh 
from India to the US, although she had no visa for 
him. Lax immigration policy allowed young Bhu to 
grow into an alert American, one of the millions who 
have made America great. 

In this, his first book, Bhu Srinivasan shows 
that much of US history can be told convincingly 
through real economic stories rather than the abstract 
theorising and model building that corrupt most 
present-day economics teaching. In 35 compact 
chapters, with titles such as 'Tobacco’, ‘Steam’, 
‘Unions’, ‘Film’, and ‘Internet’, Americana unfolds 
US economic and political history and tells of how 
physical, skill and intellectual capital (copyrights, 
patents frequencies, websites etc) was accumulated. 
Politics was more often than not shaped by technical 
and economic innovations. Historic events, which 
earlier schoolbooks tended to explain with reference 
to high-minded ideals, were in reality normally driven 
by the alert discovery of market opportunities, by the 
hope for profits and the fear of losses. For example, 
the 1808 ban on importing African slaves owed 
everything to the desire of Virginian and other 
Southern leaders to protect the value of their slaves 
from low-cost imports. Or, the introduction of 
Prohibition in 1919 was driven as much by hatred 
of all things German—such as brewery giants like 
the Anheuser, Busch, Schlitz and Pabst—as the 
temperance movement. 

Srinivasan depicts those dreamers, hustlers, 
schemers and entrepreneurs as they were, without 
the slightest varnish of moralising about those self- 
seeking entrepreneurs. For example, the unlettered 
but parsimonious Cornelius Vanderbilt made his 
fortune by first engaging in water-borne transport 
around New York, later buying opportunistically 
into the new railway business. Americana 
dispassionately describes how this profit seeker, 
‘who saw the world in terms of dollars and cents’, 
helped New York City to grow, gave numerous poor 
new immigrants easy access to farmland and markets, 
and changed the entire mentality of doing business 
and politics in the then young United States. 

Another example of the delightfully non-PC, 
non-moralising quality of the book’s approach to 
history deals with A1 Capone, the gangster. He comes 
across as a realistic entrepreneur who understood the 
average American better than the bureaucrats and 
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activist do-gooders. 'Americans rejected government 
with every sip of strong drink . . . [as] liberty to be 
immoral seemed vital . . . [and] Prohibition added 
a defiant edge to American culture’ (p.312). In any 
event, Prohibition was costly and rather ineffectual. 
Alcohol consumption fell by 30%, much less than 
anticipated. A new light is shone on A1 Capone, who 
lamented the cruel mortgage foreclosures during 
the Depression commenting: 'Isn’t it a lot worse 
to take the last few dollars some small family has 
saved . . . than to sell a little beer?’ (p.329). 

Throughout history, legal loopholes were 
exploited, arms twisted and dreams disappointed. 
Srinivasan deftly describes how it really was without 
retrospective moralising. He walks us through a 
time sequence of new technologies, products and 
industries to tell the American epic. Key actors 
move past the reader in masterfully impressionistic 
sketches. Complicated developments in company 
law, politics and the regulatory rule book are clearly 
explicated. Srinivasan takes the reader to the 'middle 
ground, forged by the clashing interactions of 
capitalism and democracy, a free people acting to 
check free markets, [which] . . . would give rise to 
the regulatory framework that would govern its 
economic system’ (p. 223). Indeed, this is the central 
lesson that I took from the book: how the unbridled 
vigour of (not always competitive) enterprise was, 
time and again, controlled by democratic government 
action, and how repressive bureaucratic and political 
controls were in turn circumvented or corrected by 
market forces. 

Americana is an easy read, offering many lessons 
in economics and politics, probably without the 
reader realising it. As we move from the first 
ventures, such as Jamestown and the Pilgrims, to 
tobacco and cotton, independence from Britain 
(driven by a constellation of economic factors), to 
transport on water and land, to communications, 
electricity, banking, entertainment to more recent 
entrepreneurial adventures, such as in mobile 
information, we see the inspiring flow of US history 
from a fresh angle. 

On almost every page, the reader finds formulations 
that are little gems. I thoroughly enjoyed artful 
word creations, such as the description of the 
Industrial Revolution as 'capitalism’s equivalent of 
the Renaissance—a tightly compressed period of 


expanding knowledge, only with its applications 
grittier, dirtier and more practical’ (p.80). We learn 
something when we read that in the US 'a man is 
always trusted when he professes his self-interest’ 
(p.277). The rapidly growing post-war suburbs are 
described as 'family factories of a sort’ that drained 
'the energies and aspirations of young families, the 
renewable source of people . . . from the American 
city’ (p.372). 

This reviewer’s enthusiasm for the book, however, 
was somewhat tempered by three facets: 

• The epic of American technical discovery and 
enterprise is all too often told without reference 
to what Americans learnt from Europe. An 
ignorant reader might, for example, be left 
with the impression that Americans built 
the first railway locomotives, motorcars and 
intersection-free motorways. Of course, 
they didn’t. But American capitalism was 
invariably the most effective regime to mass- 
produce such innovations and put them in 
affordable reach of the populace. 

• Srinivasan’s praise of Roosevelt’s New Deal is 
one-sided. The economic recovery during the 
1930s was sluggish because Left-revolutionary 
activists in the Roosevelt administration 
took private property rights away with gay 
abandon, destroying private job creation—a 
crucial fact hardly even hinted at. The 
chapters on the 1930s and 1940s would 
have been more accurate had the author, 
for example, been aware of the well-known 
Shlaes-Dixon’s book on the New Deal—an 
odd omission in an account otherwise based 
on a most assiduous and exhaustive reading 
of the literature. 

• A professional economist would have 
emphasised the point that competition 
is a public good, for it helps buyers gain 
egalitarian access to material comforts and 
often protects capitalists from themselves. All 


* Amity Shlaes and Chuck Dixon, The Forgotten Man: A New History of the Great 
Depression (New York: Harper Collins, 2007). 
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too often, US governments erred by granting 
industries competition-limiting regulations 
through patents or safety standards, whose 
medium-term benefits Srinivasan extols while 
underrating the long-term costs, for example 
of tariffs. Moreover, the critical role that the 
judiciary played in shaping US capitalism 
and competition policy is almost completely 
overlooked. 

Readers of Policy will nevertheless derive visceral 
pleasure and numerous new insights from this book. 
Because of its readable style and thrilling content, it 
ought to be given to teenagers in search of inspiring 
heroes. On its pages, they will find fascinating 
merchant adventurers, entrepreneurs and great 
industry leaders who took huge risks in creating 
steam-powered boats, steel mills, gun and aircraft 
factories, mega projects to set up entire suburbs, 
film and television studios, and instantaneous 
wealth creators like Netscape and Apple. I would 
also recommend this book to the Smithsonian’s 
curators, having recently visited the gallery on 
American Enterprise’ in the National Museum of 
American History in Washington D.C. Americana 
could inspire them to inject their semi-PC exhibits 
with a genuine spirit of enterprise and the lifeblood 
that has animated America’s history of unparalleled 
creativity, risk-taking and entrepreneurial adventure. 

Finally, one wishes that this book would become 
a model for a similar history of the economic 
motivations that have driven Australia’s industrial, 
social, political and cultural 
evolution. Where is the young 
entrepreneur with a gifted pen 
and an appetite for research of 
the facts to take on such a task? 

Professor Wolfgang 
Kasper is an economist 
and history buff 


The Prince and the 
Assassin: Australia's First 
Royal Tour and Portent 
of World Terror 

By Steve Harris 
Melbourne Books, 2017, 
$32.95, 340 pages 
ISBN 9781925556131 


Reviewed by Peter Kurti 

D efenders of Australia’s constitutional 
monarchy often appeal to the advantages 
of stability and predictability that come from 
having a monarch rather than a president as head of 
state. When death brings an end to one reign, we have 
already known the identities of the successor—and 
the likely successor’s successors—for a very long 
time. Such predictability means that under a 
constitutional monarchy the people never get to 
choose their head of state. And therein, cry the 
republicans, lies the rub. 

Just how long will a reign actually last? What if 
the antics or personality of the heir send shivers of 
disquiet down the nation’s spine? And what of 
the cost of all this that has to be borne by the 
taxpayer? Questions such as these invariably stoke 
fierce conversations about abdication and taxation, 
diverting the line of succession, and even abolishing 
the practice of monarchy altogether. 

And none of these questions are new. During the 
course of Queen Victoria’s long reign, consternation 
about the debauchery of the Prince of Wales—later, 
Edward VII—was, at times, so inflamed that there 
were real doubts about Edward’s capacity to succeed 
his mother. When Prince Albert, Victoria’s consort, 
died in 1861 at the age of 42, the distraught Queen 
was convinced it was due to the shock of her son 
Edward’s ‘degrading nights with an Irish harlot’. 

Victoria and Albert had long attempted to isolate 
their preferred heir, Edward’s younger brother, 
Alfred, Duke of Edinburgh, from Edward’s 
corrupting influence, and raised young ‘Affie’ as a 
possible King of England. But Affie, who himself 
revelled in the mischievous life of a playboy-prince, 
also eventually forfeited the trust of his grieving 
widowed mother. 
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Concerned about his ‘fast’ life, she agreed to a 
plan—advanced by Edward and actually conceived 
by Affie—for the young duke to embark on a long 
voyage to a distant outpost of the Empire. And 
Victoria had just the place in mind: Australia. ‘It is 
a Colony of such importance’, Victoria wrote, ‘one 
in which beloved Papa took such an interest and to 
which none of our Princes have yet been.’ She and 
Albert had at one time even considered making 
Affie the first King of Australia. 

In The Prince and The Assassin , Steve Harris 
recounts the story of the first royal tour of Australia 
which Affie undertook from October 1867, when 
his ship, the Galatea , docked at Glenelg, South 
Australia, to April 1868 when she sailed from 
Circular Quay in Sydney. It was a traumatic and 
harrowing affair, however, for on 12 March 1868 
at Clontarf, NSW, Affie was shot at close range and 
seriously injured by a lone gunman, Henry O’Farrell. 

Harris skilfully weaves together the lives of 
these two men and explores the impact that their 
momentary—and, for Affie, almost fatal—encounter 
had on Australia. He also presents the attempted 
assassination at Clontarf as the first act of what we 
would now call ‘terrorism’ on Australian soil. 

O’Farrell was an Irishman who had trained for 
the priesthood and been ordained as a deacon in 
1852 by James Goold, the first Catholic Bishop of 
Melbourne. He travelled to European seminaries 
to complete his training but then returned to Australia 
where he abandoned all further theological studies. 
O’Farrell’s motives are unclear but Harris suggests 
that one important factor was a growing attachment 
to the politics of Ireland. 

In late 19th century Australia, the Irish were widely 
viewed as a threat to national and imperial security. 
Catholics in Australia had been involved for some 
time in anti-British protests. Indeed, fears of Irish 
insurrection arrived with the first settlers. The sense 
of an Irish threat was exacerbated, however, by the 
formation in 1858 of the Fenians, a group of Irish 
freedom fighters, named after an ancient Celtic tribe, 
agitating for Irish independence. Described by Harris 
as ‘the first transcontinental insurgent group’, the 
Fenians were able to harness all the advantages of the 
industrial age to pursue their ambitions for Ireland 
in Canada, England, New Zealand, and Australia. 


Was O’Farrell a Fenian himself? We will probably 
never know for sure, but fear of the Fenians 
impregnated both the initial reaction to the 
shooting at Clontarf as well as the subsequent trial of 
O’Farrell held at Darlinghurst. Queen Victoria 
herself was generally unmoved by Fenianism, which 
she had dismissed as ‘a great deal of nonsense’. But 
when news of the shooting, immediately attributed 
by those in Sydney to a Fenian, reached her at 
Osborne House, Victoria was greatly distressed. 
‘I grieve to see it was again a Fenian’, she wrote to 
her daughter, Vicky, ‘though I hope an American 
Irishman.’ 

Colonial Secretary, Henry Parkes, who comes out 
of this episode badly, was certainly concerned about 
the threat to Australia posed by Irish nationalists. 
With the arrest of O’Farrell, Parkes saw his chance 
to consolidate and advance his own political position 
by banging the sectarian drum. Convinced by 
O’Farrell’s alleged remarks made at Clontarf that 
his motive for the attack was Fenianism, he was 
determined to emphasise the dangers posed by 
Fenian ‘rats’. ‘Infused with distrust of Rome, disdain 
for Irish Catholics, and despair of treason and 
revolution, Parkes knew the eyes of an Empire and 
country were on him as Australia dealt with its first 
act of intercontinental terror’ (p.l 74). 

Harris gives a good account of the political events 
leading up to O’Farrell’s trial, as well as of the trial 
itself which bordered on being a travesty of justice. 
Key witnesses were not heard, important testimony 
was suppressed, and the defence was never permitted 
to introduce evidence about the state of O’Farrell’s 
mind in the form of the M’Naghten defence 
established in English Faw in 1843. The outcome 
of O’Farrell’s trial was a foregone conclusion: ‘Fenian, 
or moonstruck miscreant—one or both—What 
matter’, asked the Sydney Morning Herald. The jury 
reached its verdict in 54 minutes, and O’Farrell went 
to the gallows at Darlinghurst Gaol on 21 April 1868. 

Harris draws something of a long bow in his 
speculation about the impact on Australian history 
of O’Farrell’s assassination attempt. Public anger, 
shame, and fear of severing ‘the umbilical cord of 
empirical [sic] protection’—Harris persists in using 
the word ‘empirical’ when he means ‘imperial’ and no 
editor has picked this up—helped to keep republican 
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ambitions in check for a long time, sacrificed, 
as they were on the altar of royal sentiment and the 
mutuality of interests with Britain (p.280). 

Were the Fenians the 19th century precursors of 
Al-Qaeda, as Harris would like us to think? Its hard 
to say, but an uglier and much more immediately 
visible legacy is to be seen in the persistent anti- 
Catholic sectarianism that continues to blight 
Australian society. Today Catholics are not accused 
of disloyalty to the state or the empire, but they are 
singled out for their alleged complicity in the national 
scandal of the institutional sexual abuse of children. 

The Catholic Church in Australia is charged 
variously with failing to accept responsibility for 
abuse, with failing to show appropriate contrition, 
and with failing to come clean on its alleged fortune, 
estimated by the Sydney Morning Herald in early 


February 2018 at being $30 billion. The 19th century 
determination of Henry Parkes to stamp out the 
sedition and disloyalty imagined to be festering in 
the Irish population of Australia is matched by a 21st 
century determination to vilify Australian Catholics 
as collaborators with a bloated, obscenely rich, and 
unquestionably guilty church. Echoes from the shots 
fired at Clontarf sound in our ears today. 

Peter Kurti is a Research 
Fellow at The Centre for 
Independent Studies and 
author of The Tyranny 
of Tolerance: Threats 
to Religious Freedom in 
Australia (2017) 
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Now or Never for the 
Chinese Economy 

Derek Scissors 

The economic performance of the 
People’s Republic of China (PRC) has been 
deteriorating for most of the past nine years 
and now stands as unsustainable. Only pro¬ 
market reforms can reverse this course and 
pave the way for another 15 years of healthy 
and comparatively rapid development. While 
this is not the last chance for the PRC, it 
is the best chance to return to pro-market 
reform for at least a decade, after which 
it will be nearly impossible for China to 
become rich for another generation. 


Between Declarations and Dreams: 

China, US Foreign Policy and 
Southeast Asia 

David Martin Jones 

In Southeast Asia—as will soon become 
clear to Europeans—middle powers and 
weaker states need to recognise the first 
principle of diplomacy, namely that a great 
power can only be balanced by a great 
power. The smaller and weaker ASEAN 
states, as the South China Sea dispute 
demonstrates, cannot balance China alone. 
ASEAN states therefore need the US. 
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